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PROBLEMS CONFRONTING THE HIGHER 
EDUCATION ASSISTANCE FOUNDATION 



FRIDAY, AUGUST 3, 1990 

U.S. Senate, 

Subcommittee on Education, Arts, and Humanities, 
Committee on Labor and Human Resources, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:05 a.m., in room 
SD-430, Dirksen Senate Office Building, Senator Claiborne Pell 
(chairman of the subcommittee) presiding. 

Present: Senators Pell, Kennedy, Simon, Kassebaum, Hatch, Jef- 
fords, and Durenberger. 

Opening Statement of Senator Pell 

Senator Pell. The Subcommittee on Education, Arts, and Hu- 
manities will come to order. 

We will focus this morning on the financial difficulties confront- 
ing the Higher Education Assistance Foundation (HEAF) and the 
impact that situation has on the Stafford Student Loan program. 

I very much appreciate the fact that the Secretary has agreed to 
appear before the subcommittee this morning. He really is a great 
friend of education, and I look forward to his testimony. 

Before we hear from you, I would like to stress, though, that this 
hearing has two primary purposes: First, we want to address the 
specific problems raised by HEAF's financial difficulties and the 
department's efforts to address those problems. Second, we want to 
take a careful look at the overall health and stability of the Staf- 
ford Student Loan program in light of the crisis brought on by 
HEAF's difficulties. 

I think we should be clear on one point from the outset. It is vi- 
tally important that all of us who are involved in the loan pro- 
gram—the students who borrow, the schools they attend, those who 
lend, those who guarantee, or any interested party, for that 
matter— know from the outset that the program is stable and that 
the Federal guarantee is in place. 

That is not to say that the program is not without problems. De- 
faults in the Stafford Student Loan program constitute an extreme- 
ly serious problem. They will cost the Federal Government more 
than $2 billion this year. As I have said time and time again, that 
is an intolerable situation that must not continue unabated. If it 
does, it will threaten the viability not only of the student loan pro- 
gram but of all Federal student aid programs. 

(l) 
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For several years, I have sought strong measures to crack down 
on student loan defaulters. My proposal to report defaulters to 
credit bureaus, where the question of getting a credit card comes, is 
now, I am glad to say, law. The proposal that Bob Stafford and I 
advanced to withhold income tax refunds from defaulters is now 
law. And my idea that no student should receive Federal student 
aid unless they make satisfactory academic progress is also law. 

Further, on at least four separate occasions, the Senate has 
taken strong action to curb defaults. We passed legislation that en- 
abled a guarantee agency to stop doing business with any school 
that had a default rate in excess of 25 percent. We twice passed 
legislation that required schools, lenders, and guarantee agencies 
to implement stringent default management plans. 

I believe it very important that we include in the hearing record 
today a summary of the action the Senate has taken in this area. 
In addition, I am including in the record a summary of the default 
reduction measures that were a part of the 1986 Higher Education 
Act Amendments. 

While I am very glad that the department, when it implemented 
the new default regulations last year, drew extensively on the 
Senate-approved legislation, I remain disappointed to date that the 
House has not— I repeat, not— acted on the Senate legislation. 

This hearing cannot proceed, however, without an acknowledg- 
ment of the fact that the problems we face in the loan program 
would be far less serious if our grant programs had been adequate- 
ly funded. We would not need a large loan program, and we would 
not have had a huge increase in borrowing had our grant programs 
kept pace with the increase in borrowing and costs of a college edu- 
cation. 

There is a crisis in student aid today. It is the crisis brought 
about by a Reagan administration that cared very little about the 
educational opportunities of needy, deserving students. Not only 
did it try to completely cut out, to eliminate the Pell Grant pro- 
gram by as much as 40 percent, but it also sought to wipe out en- 
tirely our supplemental grant, College Work Study, and State Stu- 
dent Incentive Grant programs. 

We are fortunate the Reagan administration did not succeed, but 
their efforts took a toll. In Congress, we had to spend days, weeks, 
and months fighting just to keep programs in place. That was valu- 
able time that could have been put to good use pushing for in- 
creases instead of staving off cutbacks. To my mind, that is the 
crisis that should be grabbing headlines today. 

Mr. Secretary, as you know, I had hoped that the department 
would have been able to offer the details of its plan to remedy the 
HEAF crisis to the subcommittee this morning. I regret this is not 
the case, but I do look forward to your testimony and to your 
report on the department's efforts to resolve this crisis and main- 
tain the public confidence in this student aid program. 

Finally, there is one question that I am sure is in everyone's 
mind. I must ask you, Mr. Secretary, and every other person who 
testifies this morning: Is this or could this become another S&L 
crisis? I appreciate so much your being here. 

[The information Senator Pell refers to follows:] 
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SUMMARY OF SENATE DEFAULT ACTION, 1987 TO PRESENT 



1 a. 1448 introduced , 7" ne 1987 : Bflggfid August 1987; 

Would have allowed guaranty agencies to withdraw their 
quaranties from any school with a default rate in excess of 
25%. Added to Omnibus Trade bill. House would not accept 
in conference. 

2 s 2647 introduced June 198 8: passed September X98Q ? 
'Major default bill based upon extensive review of problem 

including two hearings in December 1987- Provisions 
highlighted in the accompanying summary. House took no 
action. 

3 s 568 Introuuced and passed Mar ch 1989: 

Same as S, 2647 in 100th Congress. Reintroduced and passed 
under unanimous consent. Bill still pending in House. 

(Spring 1989, Department issued new default regulations 
which borrowed heavily from Senate bill-) 

4# s. 695 muroduced April 1989: passed Febru ary 1990; Includes 

many default provisions from S. 2647. This is the 

President's education initiative and may go to Conference 
in September. 



Note: when the Higher Education Act was reauthorized in 1986, 
default reduction was a major topic and the legislation 
contained several provisions in this area* Those 
provisions are highlighted in the accompanying summary- 



s 



4 



S . 264"? Summary 

'Stafford Student Loan Default Prevention and Management Act of 

1908* 



1. D efault Management Plan ; Title I of the bill requires any 
school, lender or guaranty agency with a default rate in 
excess of 25% to develop a default management plan* The plan 
would be developed and administered in cooperation with the 
state guaranty agency, in the case of schools and lenders, and 
the Department of Education, in the case of guaranty agencies. 
The purpose of the default management plan would be to direct 
Institutional resources towards a default reduction plan that 
takes into consideration the unique needs of each institution. 

If, after three years under a default management plan, a 
school or lender has not reduced its default rate below 25%, 
the guaranty agency administering the plan may recommend that 
the Secretary of Education begin the implementation of 
limitation, suspension and termination proceedings. The 
Secretary must implement such proceedures. 

Title I also outlines how defaults are to be measured for the 
purposes of this plan. The Secretary will publish an annual 
default rate for each lender, school and guarantor which shall 
be based on the average of three previous years* Each of the 
three year's rates will include any recoveries made during the 
first two years such loans were in repayment and will be 
croditicd to the school Lho student attended when the loan was 
made* 

2* Improved Collection Provisions ; Title II provides for batter 
information collection and communication amoung guarantors , 
schools, lenders and students. Included in this title are 
credit checks for PLUS loans, credit bureau reporting at 90 
days of delinquency, additional borrower information, 
notification to schools of defaulting students, withholding of 
academic transcripts for defaulters and notice of loan sales 
by lenders - 

This title also prohibits the use of commissioned sales people 
in admissions. 

3. Responsibilities ; Title III outlines new responsibilities for 
the Department of Education including greater restrictions on 
schools that have had their accreditation revoked and 
mandating the establishment of the national student loan data 
system. 

*• Needs Analysis : The bill also addresses several of the more 
severe problems created in the needs analysis system by the 
Higher Education Amendments of 1986, Specifically the bill 
would reduce dependent student contributions from 70 to 50% of 
earnings, would remove home, farm and business equity from 
consideration in needs analysis for families with adjusted 
gross incomes of under $30,000 and make several minor 
adjustments suggested in the first report of the Student Aid 
Advisory Commission. 
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Guaranteed S t u dene Loan 

o Reaffirms mandated multiple disbursement of loans, 
o Mandates universal need analysis. 

o Lijnits borrowing by first and second year students to $2625. 

rohibits loan agencies from offering inducements to education 
insci ons or employees to secure applications for loans. 

o Allows any guaranty agency to request information from any other 
agency on borrowing by students in its State. 

o Allows the Secretary of Education to reimburse loan agencies for the 
cost of supplemental preclaims assistance under reinsurance. 

o Establishes a reinsurance fee based on default rates to be paid to 
the federal government by guaranty agencies; agencies with a default rate 
less than 52 will pay a fee equal to .252 of the total principal amount of 
loans on which they issued insurance during the fiscal year and agencies 
with rates equal to or greater than 52 will pay a fee equal to *5Z of such 
amount ■ 

o Requires guaranty agencies to submit proof that reasonable attempts 
were made to locate the borrower, in the case of a defaulted loan when the 
borrower's location was unknownj and proof of contact with the borrower when 
the location was known. 

o Allows guaranty agencies to permit forbearance on defaulted loans. 

o Allows guaranty agencies to retain 302 of collections to cover 
agency rests without proof of such incurred costs to the agency. 

o Allows disposable pay to be garnished up to 102 if adopted by the 
State. Requires notice to the borrower and an opportunity to respond; 
provides the borrower with an opportunity to review existing information; 
provides the borrower the opportunity to establish a repayment schedule wi:h 
the guaranty agency; sets penalties for employers 1 non-compliance sfter 
notice; and prohibits the enployer from firing or taking disciplinary 
action against an employee whose wages are garnished. 

o On a three-year pilot project basis, allows guaranty agencies or the 
Secretary to sell defaulted loans which have been in repayment status for 
12 months and allows the borrower having such a rehabilitated loan to be 
eligible to receive additional loans. 
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o Allows guaranty agencies to provide information to eligible 
institutions on former students of the institution who are in default, 
including the names and addresses of such students- Public dissemination 
of such information is not authorised. Activities performed by educational 
institutions to relating to delinquent or defaulted borrowers must be 
clearly supplemental to the due diligence required to be performed by 
guarantors and lenders * 

o Provides for graduated or income-sensitive repayment in the case of 
consolidated loans . 

o Requires guaranty agencies to submit proof that attempts were made 
to locate the borrower in case of a default. 

o Requires guaranty agencies and lenders , as appropriate, to make 
reports to credit bureaus on current balances, default date, and collection 
and cancellation of the loan through repayment. Holders of loans are to 
report on loans in good standing and guaranty agencies on loans in default 
status. 

o Requires the Secretary to limit, suspend, or terminate lenders who 
engage in fraudulent or misleading advertising that may have led to making 
loans or the making of loans that violate the certification for 
eligibility - 

o Authorizes the Secretary to sell defaulted loans (assigned to the 
United States) to collection agencies, lenders* or other parties if those 
loans are in default status and only as a last recourse after all other 
collection efforts have failed and the loan has been in default for at 
least one year* 

o Requires that lenders inform student borrowers of the total 
cumulative balance ^ed, the projected level of indebtedness of the student 
based on a four-year college career ano an estimate of the projected 
monthly repayment for those loans held by the lender. 

o Requires the lender, each time a loan is disbursed, to provide the 
borrower with a separate paper summarizing his rights and responsibilities 
in plain English, including a statement of consequences of default and a 
statement that default* will be reported to a credit bureau* 

o Prohibits the use of commissioned salesmen to pranote the 
availability of supplemental loans. 

o Prohibits unsolicited mailings of student loan application forms to 
students unless the students have previously received loans from that 
lender. 

Ferkins Loans (formerly NDSL ) 

o Provides that for the 1987-88 award year, institutions with a 
default rate in excess of 20Z will receive no new federal capital 
contributions and that institutions with default rates between 7.5X and 20Z 
will have their FCC reduced. Further provides that for the 1988-89 and 
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other subsequent award years, institutions with a default rate in excess of 
151 will receive no nev FCC and institutions with default rates between 5X 
and 152 will have their FCC reduced. 

o Requires loan information be provided to student borrowers by 
education institutions both prior to disbursement and prior to repayment 
and including the same required in the GSL program above. 



Gene ral Provisions 

o Prohibits students who are in default under the GSL or NDSL programs 
or owing any refund on any federal grant program, from receiving any form of 
federal assistance while they remain in default. 

o Requires exit counselling of student loan borrowers which provides 
general information on the average iudebtedness of students, the average 
anticipated monthly repayments and the available repayment options- Such 
counselling can be provided to either individuals or groups of students* 

o Requires the Secretary to make available to institutions and lenders 
information on debt burdens and total and monthly repayment obligations 
that students may incur as a result of borrowing under the GSL programs. 

o Creates a National Student Loan Data System which will maintain 
computerized student loan data on GSL and NDSL programs. Access to 
information in the system is restricted to individuals and federal agencies 
specifically authorized by the Secretary to have such access and may be 
used only for research, improvement of federal debt collection practices, 
and furnishing information in response to an official request by a 
committee of the Congress* 
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Senator Pell. I will turn to the chairman of our full committee 
who has honored us with his presence. 

Opening Statement of Senator Kennedy 

The Chairman. Thank you very much. I want to at the outset 
commend Senator Pell for having these hearings and for the over- 
sight that he has been providing on this extraordinary, challenging 
situation facing millions of families and millions of young people in 
this country; that is, the stability of the student loan program. I 
join in welcoming the Secretary here this morning, and we are 
looking forward to his commendation. 

I want to make just a couple of brief observations. One is to rein- 
force what the chairman has said about the dramatic shift from 
the grant program to the loan program. I think when we developed 
the higher education programs in the early 1960's, it was with the 
idea that any talented young person in America that had the intel- 
lectual skills and the ability and gained entrance into an institu- 
tion of higher learning, would have available to them the matching 
of either loans or grants or work study or employment of the re- 
sources of their families, and match them together in order to be 
able to obtain the best education that they desired and that they 
had a capability of achieving. And as the chairman has just point- 
ed out, what has happened in the interim during the period of the 
1980's is that we have put the dollar sign right back on the doors of 
every one of our institutions of higher learning and denied millions 
of young people the opportunities to go to institutions that they de- 
sired. The real reason for that is the very dramatic cutback in the 
grant programs and other programs which the Chair has outlined. 
I think the real challenge for us as a country, as a Nation, is to 
restore that balance. We will be dealing with that at another time, 
but I think it is worthwhile at the outset of these hearings to un- 
derline that point. 

Student loans are an indispensable part of Federal student aid. 
The problems confronting the Higher Education Assistance Foun- 
dation have undermined confidence in that program, and we 
intend to work closely with the administration to see that confi- 
dence is restored. 

The most important short-term priority is to assure the stability 
of the Stafford Loan program. This means two things. First, the 
loan guarantees made by the Higher Education Assistance Founda- 
tion must be honored. Second, stud mts and their families must be 
assured that Federal loans will be available on schedule to meet 
this fall's tuition bills. All of us understand that this is the critical 
time. July and August are the times when there is the greatest 
demand for these programs. 

If lenders know that the guarantees will be honored, loans will 
be widely available to students, and the access to loans that has 
been the hallmark of the program will be preserved. 

But we also need to address long-term issues about the structure 
and integrity of the program. The HEAF problem and its negative 
publicity reinforce the perception that this program is poorly de- 
signed and administered. The continuing negative publicity about 
the program makes all its other problems worse. 
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Under the leadership of Senator Pell, the Labor Committee has 
taken numerous steps to address these problems. On several occa- 
sions, the Senate has enacted legislation to reduce loan defaults. 
Earlier this year, for example, the Senate approved the Education- 
al Excellence Act of 1990, and we intend to do all we can to see 
that the default reduction provisions in this legislation are enacted 
into law before Congress adjourns. 

Last year's Budget Reconciliation Act contained specific provi- 
sions to reform the Supplemental Loans to Students program. We 
acted in response to evidence compiled by the General Accounting 
Office suggesting that too many student loans were being made, es- 
pecially to students at proprietary schools, and that student loan 
defaults were increasing sharply. 

The actions we took had a substantial effect. In a report released 
just today, the GAO finds that among the nine largest guarantee 
agencies, borrowing in the 3LS program was 46 percent lower in 
the first 4 months of this year than in the comparable period in 
1989. Borrowing by students at proprietary schools dropped by 65 
percent* 

Last year's reforms, coupled with the pending default reduction 
legislation, demonstrate that these problems are being addressed. 
Similar action will also be a prominent part of our proposals next 
year for reauthorizing the Higher Education Act. 

Today's hearing is the next step in a series of efforts to ensure 
that these vital reduction programs do the job they are supposed to 
do. 

[The prepared statement of Senator Kennedy follows:] 
Prepared Statement of Senator Kennedy 

I commend Senator Pell for his commitment to the student loan 
program, and for scheduling this timely hearing on the financial 
problems of the is Higher Education Assistance Foundation. 

Student loans are an indispensable part of Federal student aid. 
The problems confronting the Higher Education Assistance Foun- 
dation have undermined confidence in that program, and we 
intend to work closely with administration to see that confidence is 
restored. 

The most important short-term priority is to assure the stability 
of the Stafford Loan program. This means two things. First, the 
loan guarantees made by the Higher Education Assistance Founda- 
tion must be honored. Second, students and their families must be 
assured that Federal loans will be available on schedule to meet 
this fall's tuition bills. 

These two goals are interrelated. If lenders know that the guar- 
antees will be honored, loans will be widely available to students, 
and the access to loans that has been the hallmark of the program 
will be preserved. 

But we also need to address long-term issues about the structure 
and integrity of the program. The HEAF problem and its negative 
publicity reinforce the perception that this program is poorly de- 
signed and administered. The continuing negative publicity about 
the program ...ikes all its other problems worse. 
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Under the leadership of Senator Pell, the Labor Committee has 
taken numerous steps to address these problems. On several occa- 
sions the Senate has enacted legislation to reduce loan defaults. 
Earlier this year, for example, the Senate approved the Education- 
al Excellence Act of 1990, and we intend to do all we can to see 
that the default reduction provisions in this legislation are enacted 
into law before Congress adjourns. 

Last year's Budget Reconciliation Act contained specific provi- 
sions to reform the Supplemental Loans to Students program. We 
acted in response to evidence compiled by the General Accounting 
Office suggesting that too many student loans were being made, es- 
pecially by proprietary schools, and that student loan defaults were 
increasing sharply. 

The actions we took had a substantial effect. In a report released 
today, the GAO finds that among the nine largest guarantee agen- 
cies, borrowing in the SLS program was 46 percent lower in the 
first three months of this year than in the comparable period in 
1989. Borrowing by students in proprietary schools dropped by 65 
percent. 

Last year's reforms, coupled with the pending default reduction 
legislation, demonstrate that these problems are being addressed. 
Similar action will also be a prominent part of our proposals next 
year for reauthorizing the Higher Education Act. 

Today's hearing is the next step in a series of efforts to ensure 
that these vital reduction programs do the job they are supposed to 
do. 

Senator Pell. Thank you very much, Senator Kennedy. 
Senator Hatch, the ranking minority member of the full commit- 
tee. 

Opening Statement of Senator Hatch 

Senator Hatch. Thank you, Senator Pell. I appreciate it. Wel- 
come, Dr. Cavazos, Mr. Stringer, and other witnesses here today. 

The problem before us today is a very serious one. It threatens a 
program which is of vital concern to our future as a Nation, the 
Guaranteed Student Loan program. It is essential that both the 
short- and long-term solutions to this problem ensure the ability of 
students to obtain loans and the ability of banks to have those 
loans guaranteed by the Federal Government. I am a strong sup- 
porter of the student loan program and the opportunity it provides 
for students in all socioeconomic classes to attend the school of 
J heir choice. I am confident that Secretary Cavazos knows the im- 
portance/- of the decision that he must make within the next few 
days and will work for the best solution possible. 

I want to commend you, Dr. Cavazos, for the way in which you 
have handled this emergency. As soon as this evolved into a crisis 
situation, you immediately alerted us up here in Congress. At the 
same time, you took steps to resolve the crisis and to protect the 
integrity of the student loan program by ensuring that all loans 
would be guaranteed and that all eligible students would continue 
to have access to these loans. I appreciate the kind of leadership 
you have shown. 
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I also appreciate the cooperation of Dr. Roberta Dunn, who was 
formerly on my staff, and I think she has done an excellent job in 
these areas as well. 

The student loan program is very different from a normal cus- 
tomer loan program. It requires different handling. The element of 
risk is much higher because the borrowers do not have credit histo- 
ries, and the borrower puts up no collateral. That particular ele- 
ment of the program makes it risky. It also ensures access to stu- 
dents from all backgrounds in our society and gives them all a 
chance to be able to go to school. We cannot eliminate the risk 
without reducing that access. 

I hope that in the process of resolving this crisis we can find 
better ways to handle and share the risks inherent in this pro- 
gram. We will have to deal with the systemic problems that have 
become even more apparent as a result of the HEAF crisis during 
the upcoming reauthorization of the Higher Education Act. I hope 
our experience with HEAF will result in a stronger and better stu- 
dent loan program. 

As I have said, I look forward to hearing the testimony of the 
witnesses today. I can only be here for a short part of this meeting, 
but I again want to express appreciation to you, Dr. Cavazos, and 
those who are working with you, and hope that working together 
we can help solve this problem, as I think Senator Kennedy and 
Senator Pell have indicated, before the end of this Congress. I 
intend to work hard to get that done, and hope all of us will. 

Thank you, Mr. Chairman. 

Senator Pell. Thank you very much. 

Senator Simon. 

Senator Simon. Thank you, Mr. Chairman. I thank you for hold- 
ing the hearing and your leadership on this issue. Obviously, we 
want to deal with the problem. 

I would just like to underscore, however, the point made by Sena- 
tor Kennedy that we have in this past decade had a very substan- 
tial shift from grants to loans in the Federal student aid portfolio. I 
think it has not served the Nation well. It first of all costs us more, 
believe it or not, as the Grace Commission report has pointed out, 
because we end up subsidizing interest and paying for defaults. We 
will spend more money this fiscal year for student loan defaults 
than for the Head Start program. That is really an appalling situa- 
tion. 

In addition, it distorts things. First of all, it is a barrier to fami- 
lies of limited income. For a family of limited income to owe 
$10,000, or more, after completing college is a barrier. It distorts 
occupational choices. Do you go into business or do you become a 
social worker? Well, if you are going to face $10,000 to $15,000 in 
loans, you tilt the answer on that. It postpones dreams that people 
have. 

I talked to a young couple paying $711 a month on student loans. 
They would like to buy a home and have a family. They are post- 
poning that because of their student loan debt. 

We also know from studies that those who are in school on loans 
are much less likely to stay than those who are on grants. So we 
are not utilizing the human capital of this Nation as we should. 
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Finally, there is a clear discriminatory factor. We have made a 
lot of progress in our country, and I am proud of the progress that 
we have made. But the reality is those of us who are white males, 
when we graduate from college, on the average are going to earn 
more than those who are female and those who belong to minority 
groups. So it is easier for us to repay loans. 

I hope, as we re-examine the Higher Education Act next year — 
not that we are going to do away with the student loan program— 
we have a shift back to the grant program. I think it is extremely 
important for the future of this country. 

Thank you, Mr. Chairman. 

[The prepared statement of Senator Simon follows:] 
Prepared Statement Senator Simon 

Mr. Chairman, I commend you for holding this hearing to ad- 
dress the financial problems facing the Higher Education Assist- 
ance Foundation (HEAF)— the largest guarantee agency in the Fed- 
eral Stafford Student Loan Program. It is imperative that we 
obtain more information about the precise nature and the magni- 
tude of the problems facing HEAF, the potential liabilities of the 
Federal Government, and how the Department of Education plans 
to deal with these issues. 

Mr. Chairman, it is critical that the department act swiftly to 
reach a solution to HEAF's problems that will maintain the full 
faith in and integrity of the Stafford Student Loan Program, Mil- 
lions of students and their families across the country will soon be 
preparing to enter or return to school this fall. Both the students 
and their families, and lenders who actually make the loans to 
them, must be assured that loans will continue to be issued and 
guaranteed this fall. Timely action on this issue is of the utmost 
importance. 

Mr. Chairman, public confidence in the Federal student loan pro- 
grams has already been shaken by the intolerable student loan de- 
fault costs that taxpayers are subsidizing. As you are well aware, 
this subcommittee, in particular, has carefully monitored these 
issues and developed legislation to address them* We have moved 
aggressively and in a creative fashion to reduce student defaults. I 
have introduced legislation, as have other members of this panel. 
In the 1986 Higher Education Act amendments, and in every year 
since then, this committee has moved forward with legislative 
measures designed to get control of the Federal student loan pro- 
grams. 

Much more can and should be done to reduce student loan de- 
fault costs. One major action that we can take to reduce these costs 
is to reduce the number of students who are forced to take out 
these loans in the first place, because there is insufficient financing 
of the Pell Grant Program. I have made no secret of the fact that I 
believe that our priorities in student aid policies are wrong. We 
have shifted from a primary emphasis on loans, rather than 
grants. Now, even needy, at-risk students must borrow to finance 
their education. And, offering low-income students the opportunity 
to acquire $10,000 or more in debt over 4 or 5 years is no real offer 
at all. 
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But, Mr. Chairman, whe immediate issue at hand is the crisis 
facing the Higher Education Assistance Foundation. I look forward 
to hearing the testimony of our distinguished witnesses and their 
suggestions for addressing the short- and long-term problems facing 
the Stafford Student Loan program. 

Senator Pell. Thank you very much. 

Senator Kassebaum, the ranking minority member of our sub- 
committee. 

Senator Kassebaum. Thank you, Mr. Chairman. I made an open- 
ing statement last week in the Banking Committee. I think I will 
save my remarks for questions. 

Senator Pell. Thank you, Senator, very much. 

Senator Jeffords. 

Opening Statement of Senator Jeffords 

Senator Jeffords. Thank you, Mr. Chairman. I certainly appreci- 
ate this hearing today. I think it is very important. I certainly 
want to welcome the Secretary as well. 

The matter at hand is the financial stability of HEAF, the 
Higher Education Assistance Foundation. The solvency of one of 
the largest guarantors within the Federal student financial assist- 
ance programs brings with it both short-term concerns as well as a 
number of essential policy questions and ramifications. In the short 
term, we must ensure that students will continue to have access to 
the loan program; that the viability and public confidence within 
the program is resumed; and that participants in the program will 
not be adversely affected. But I believe in the long run it is the 
long-term effects that we must focus on. 

The proverbial of the past" may be coming back to haunt 

us. When we established a system of using guarantors, did we rec- 
ognize and understand the full ramifications of our actions? Did we 
put in enough safeguards against such a situation and monitor it 
properly? Did we anticipate such an occurrence? Now that this sit- 
uation has arisen, are there other guarantors in a similar situa- 
tion? 

The question is not solely of control over the guarantee agency. 
It is just as much a question of control over school eligibility within 
the student loan program. As its root, this is basically a question of 
defaults. I firmly believe that all students must have access to stu- 
dent aid. However, not all schools should be able to participate 
within the program. We must be very careful not to point the 
finger solely at proprietary schools nor imply that all proprietary 
schools are unscrupulous. But we can no longer afford to turn a 
blind eye to these schools— whether they be 4-year institutions, 
community colleges, or proprietaries — that are using a publicly fi- 
nanced program for their own financial benefit. 

Investigation and auditing of schools must be increased, and con- 
trols on new schools coming into the program must be adequately 
monitored. I am not confident this has been the case in the past 
few years. There are numerous questions that must be answered, 
and I will have some for our witnesses. I don't want to ignore the 
short-term resolution of this problem for I believe we have a re- 
sponsibility to ensure that it is the best solution. However, I believe 
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even more vehemently that we must begin to look at the long-term 
effects of this situation and take a careful look at our overall policy 
intent of the student aid program. We cannot afford to lose public 
confidence in a program that has been successful and that has pro- 
vided increased opportunity to many individuals. 

I look forward to the testimony of the witnesses here today. 

Senator Pell. Thank you very much. 

We have been joined by Senator Durenberger of the full commit- 
tee. 

Senator Durenberger. Mr. Chairman, let me begin by thanking 
you for holding this hearing. I thank all of you on the Education 
Subcommitt i for your commitment to higher education issues and 
for your inviting me to join you here today. 

I am here because I have a long-term interest in education and 
higher education, but I am also here, Mr. Chairman, because I was 
an original member of the board of HEAF, the Higher Education 
Assistance Foundation, back in my pro bono days in Minnesota 
before the thought ever occurred to me to get anywhere near poli- 
tics, to say nothing of running for the U.S. Senate. So I have a fa- 
miliarity, with HEAF and certainly with Dick Hawk, which goes 
way back into the 1960's when he served as the chairman or the 
president and executive director, whatever we called it in those 
days, of the Higher Education Coordinating Commission in the 
State of Minnesota, and then in his capacity as the chief executive 
of HEAF. 

We all know it is the largest guarantor agency in the country. 
We should know by now that over the past 3 years HEAF has guar- 
anteed $14 billion in loans, and in 1988 made 815,000 people's lives 
richer by providing the means of access to higher education. And I 
don't think we should lose sight of that fact over a period of time. 

I am not here to defend the condition that the agency is in. I am 
here to learn, like everybody else. What I have learned over the 
last few weeks is that there is enough blame for the cohdition 
HEAF is in to go around, what includes the department, we here in 
Congress, educational institutions who have failed to provide qual- 
ity education to its students, HEAF, and a lot of other people. Just 
like every other situation, there is no single source of blame. But I 
trust that is not what my colleagues are here to do. As several of 
you have indicated in your opening statements, I think this ought 
to look at how we can learn from mistakes. This ought to be part of 
dealing with the issue of access to higher education in America, 
and it also ought to do something with the quality of education in 
America. 

We have differing philosophical views on the approach to the ac- 
quisition of public services. I couldn't disagree more with my col- 
league from Illinois on the subject of grants versus loans. I think a 
free access to anything in America today has an impact on the 
quality of the service that is delivered. And whether it is a Pell 
grant or it is a totally subsidized elementary, second* ry system, or 
whatever the case may be, there is no question in my mind that 
there is some value attached to earning access to a system. And 
one of those values is that you get to be a little bit more concerned 
about what it is you are acquiring — whether you go to college or a 
trade school or whatever. 
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I think one of the benefits of the loan system in America has 
been that it has made it possible for people to participate in 
making sure we have quality education in this country. I for one 
believe that those who advocate moving in the direction of financ- 
ing more and more access through the loan system but changing 
the way we do it is a much preferable course. The campaign of 
Governor Dukakis in 1988 on this subject excited me. The notion 
that financial aid ought to be part of the social insurance system in 
America, for example, that people can borrow against their hopes 
and their dreams, can take the financing into an institution and 
make a difference when they get there in the quality of what they 
are getting, and then through their earnings make a repayment, is 
one I believe in very strongly. 

I would assume around this table we have differing views on that 
subject, and I would hope, Mr. Chairman, that I will be permitted 
as a member of the full committee to participate at various times 
in your debate on the Reauthorization of the Higher Education Act 
and as you continue to review the problems facing HEAF and learn 
from this experience how best to shape public policy and the ap- 
proach to higher education, postsecondary education in America by 
the Federal financing guarantees for that access. 

Thank you. 

Senator Pell. Thank you. 

[The prepared statement of Senator Durenberger follows:] 
Prepared Statement of Senator Durenberger 

Mr. Chairman, I want to thank you for holding this hearing 
today and for allowing me to sit in on this hearing, even though I 
am not a member of this subcommittee. As you know, not only 
have I had a long interest in trying to increase access to higher 
education for all Americans, but because of this interest, I was an 
original member of the board at HEAF and have followed its 
progress closely as it has operated over the years in St. Paul. 

HEAF is the largest guarantor agency in the country. Over the 
past 3 years it has guaranteed $14 billion in loans and has given 
815,000 the opportunity to pursue their dreams through higher 
education. 

So it is with deep regret that we are here today under these cir- 
cumstances. Not only because I do not like to see Dick Hawk and 
the 800 people in Minnesota on the low end of the free enterprise 
system in this country, but more importantly for the implications 
this has on the whole student loan program and the access for the 
thousands of kids going off to college this fall. 

As I have followed the issue over the past 3 weeks I have found 
that there is plenty of blame to go around— among HEAF, the de- 
partment, the institutions, and here in Congress. But there is also 
a lot to be learned from this situation and I have a deep interest in 
finding out the answers behind the reason we are here today, and 
also to find out how the problems at HEAF will effect access to the 
student loan program for all Americans in the future. 

I believe we need to look first at a short term solution to the sit- 
uation surrounding HEAF, and then we need to look closely at the 
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system as a whole to find a lrng-term solution for the future. I 
hope that this hearing today will be a first step in that direction. 

I look forward to hearing from all the distinguished group of wit- 
nesses here today, but I would especially like to welcome my good 
friend Dick Hawk. Dick has been a friend of mine for many years. 
I only wish that I were welcoming him here under better circum- 
stances. 

Mr. Chairman, I want to thank you for the opportunity to be 
here today and look forward to working with you on a solution to 
this problem in the future. 

The Chairman. Mr. Chairman, just one point. I just want to indi- 
cate to the Secretary and to other witnesses that I understand 
their testimony wasn't available until this morning. We have had 
long hours, but I am one who takes time generally on a matter of 
this importance to try and prepare myself for these hearings. 
There is a rule on this committee in terms of having testimony 24 
hours prior. Regardless of whether it was there last night, we have 
a rule about 24 hours having testimony. I just want to underline 
that point in terms of the administration, not only in this hearing 
but every other hearing. It is a matter of importance that people 
take time, and I think it is important just to have it underlined. 

Senator Pell. I appreciate the suggestion of the Senator, and he 
is quite correct. We did not get the Secretary's testimony until this 
morning. I think we had other testimony as of close of business last 
night. That was also a bit late. 

Secretary Cavazos, I think the respect that we all have for you is 
tremendous. We know you are a friend of education, and we will be 
very interested in your testimony. Would you proceed please? 

STATEMENT OF HON. LAURO F. CAVAZOS, SECRETARY, U.S. DE- 
PARTMENT OF EDUCATION, WASHINGTON, DC, ACCOMPANIED 
BY EDWARD C. STRINGER, GENERAL COUNSEL, AND LARRY 
OXENDINE, DIVISION OF POLICY AND PROGRAM DEVELOP- 
MENT, OFFICE OF SECONDARY AND POSTSECONDARY EDUCA- 
TION 

Secretary Cavazos. Thank you very much, Mr. Chairman. I have 
submitted for the record a rather lengthy statement already so 
that will go in there, but I am going to read another statement 
that in itself is lengthy because of the complexity of this issue, if I 
may, sir. 

Mr. Chairman and members of the subcommittee, we are here 
this morning, of course, to discuss a very serious situation, and that 
is the vicarious financial condition of one of the Nation's largest 
guarantors of the Guaranteed Student Loan programs. The depart- 
ment's highest priority at this time is to resolve this immediate 
problem and to take steps to ensure the stability of these impor- 
tant student aid programs. We must also review v hat caused this 
guarantor's failure and learn the lessons th ' will help us avoid 
such problems in the future. 

With me this morning is my general counsel, Dr. Ed Stringer, 
whom I have asked to walk us through very, very quickly the gen- 
eral structure of the Guaranteed Student Loan program. With your 
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permission, Mr. Chairman, I would like to proceed in that direc- 
tion. 

Senator Pell. Certainly. 

Dr. Stringer. Mr. Chairman and members of the subcommittee, 
at the risk of oversimplifying a very complex structure, I thought it 
might be helpful to take you through this just to see the flow of 
paper and funds starting from the point where a student decides to 
seek a postsecondary education through a loan down through the 
Federal Government. 

It starts when the student decides to make that loan and to 
attend an institution. That student goes to a lender, obtains the 
loan. The lender then either retains the loan or sells it into the sec- 
ondary market. 

If the student defaults on that loan, the loan is submitted by the 
lender to the guarantee agency. That is the level that HEAF oper- 
ates at. If the guarantee agency determines that the loan has been 
properly administered with due diligence, the guarantee agency 
will pay that loan on that guarantee 100 percent. 

The guarantee agency will then turn to the Federal Government 
as a reinsurer of the loan, and if again the due diligence has been 
done on that loan in the collection efforts, the Federal Government 
will pay the guarantee agency the amount of that loan, depending 
upon the guarantee agency's then default rate. As the Secretary 
will explain in his testimony in just a minute, that default rate can 
penalize that guarantee agency up to 20 percent of that loan. 

That is a very simple overview of how the system works. 

Senator Pfll. Thank you very much, indeed. 

Mr. Secretary. 

Secretary Cavazos. Now, let's take a look at HEAF's situation 
and why is it failing. Under the Guaranteed Student Loan program 
administered by the department, HEAF operates as, of course, the 
designated guarantor for Minnesota, West Virginia, Kansas, Ne- 
braska, Wyoming, and the District of Columbia. It also operates as 
national guarantor insuring loans in other States where a different 
agency is the designated guarantee agency. In 1989, HEAF insured 
loans worth $1.8 billion made by 1,147 lenders. 

It is clear that HEAF sought to be a large volume, national guar- 
antor of student loans. In the mid-1980s, HEAF held a large per- 
centage — almost 65 percent — of its portfolio in loans to proprietary 
school students. These loans have a higher default rate than loans 
to students in other sectors. Thus, the portfolio of loans guaranteed 
by HEAF has a proportionately high default rate. 

Under current law, at the beginning of a fiscal year, a guarantee 
agency is reimbursed at 100 percent, and the rate declines to 90 
percent or 80 percent, depending upon the agency's annual default 
rate. With its high default rate loan portfolio, HEAF was paying 
out 100 percent for its lender claims but was receiving only 90 per- 
cent or 80 percent reimbursement from the Federal Government. 
This, of course, ultimately caused a serious cash flow problem for 
HEAF. 

HEAF realized the problems with its portfolio mix and tried to 
correct it. It discussed with us a number of options to alter its port- 
folio. However, these options would have violated the Higher Edu- 
cation Act. Finally, in 1988, HEAF withdrew as a guarantor in 18 
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States. The proportion of proprietary school loans in its annual 
portfolio dropped from 59 percent of its annual loan volume in 1988 
to 35 percent in 1989. Despite the attempts to reshape its portfolio, 
HEAF still hits the 80 percent reinsurance trigger— as a result of 
the earlier portfolio mix still being presented as default claims. 
Also, we now know that when HEAF withdrew from the 18 States, 
it lost a significant proportion of its loan volume, for which it re- 
ceives guarantee fees from its lenders. Thus, while its costs were 
still high, HEAF lost substantial revenue. Four weeks ago, the De- 
partment of Education was notified by HEAF that it was facing se- 
rious financial problems and soon would be unable to pay default 
claims presented by lenders. 

The Department of Education, in conjunction with OMB and 
with the assistance of outside consultants, is closely monitoring the 
situation and is developing options to resolve the matter. Last week 
we sent a nine-member team to HEAF's headquarters in St. Paul 
for a firsthand assessment of HEAF's operation. HEAF was cooper- 
ative throughout the review, and we anticipate the continued coop- 
eration. This week, staff from the department's inspector general s 
office are on site at HEAF headquarters conducting an independ- 
ent review of the agency's operation. We are intensely involved in 
sensitive discussions with other organizations that have an interest 
in and capacity for assuming all of HEAF's guarantee functions. I 
am not at liberty to disclose specifics about HEAF's deliberations, 
but I want to assure you that we are committed to putting in place 
a solution that will ensure that new loans are made and insured 
without interruption and that the existing HEAF portfolio is prop- 
erly serviced, collected, insured, and reinsured. 

The department has made its position clear in a public statement 
and with the Congress. Let me repeat our position here. HEAFs 
problems do not threaten the integrity of the Guaranteed Student 
Loan program. While we take these problems seriously, analogies 
of this situation— your question, sir— to the savings and loan crisis 
are quite simply inappropriate. They just don't apply. We do not 
expect that HEAF's problems will be replicated, and I see no need 
for a Federal rescue of guarantee agencies in general or HEAF m 

particular. . . 

We expect to resolve this matter in a manner that: one, mini- 
mizes the cost to the taxpayers; two, assures orderly management 
of the HEAF portfolio; and, three, contributes to a stronger student 
loan program. As I have indicated previously, this situation will 
not affect the ability of students to obtain loans, of lenders to make 
those loans, or guarantors to insure those loans. The department is 
also monitoring other guarantee agencies with a particular focus 
on their financial strength. This, too, is being done to ensure the 
long-term stability of the GSL program. . 

In the larger sense, HEAF's current situation is related to and is 
a particularly accurate example of the nationwide problem of stu- 
dent loan defaults and the high concentration of defaults in the 
proprietary school sector. It is possible that HEAF acted impru- 
dently by aggressively pursuing guarantees in that sector. But it is 
HEAF's view that it was acting consistently with the purposes and 
requirements of the Higher Education Act. We are carefully exam- 
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ining whether there also may have been other practices that con- 
tributed to HEAF's problems. 

In order to understand better the serious problems that massive 
loan defaults yield in a case like HEAF, we must take a look at the 
individuals behind those defaults. Who defaults? What do we know 
about student defaulters? We know that borrowers from low- 
income families are more likely to default than high-income bor- 
rowers. We know that many borrowers default because they do not 
enter jobs with incomes high enough to repay their loans. This is 
especially true for students in short-term programs who drop out 
before completing the programs but still have that debt to repay. 
Far too many students are not academically prepared for postsec- 
ondary education. Too many, particularly in short-term programs, 
drop out before completing their program. 

In the future, our Federal student aid programs must continue to 
serve students in both long- and short-term programs. I have said 
that repeatedly. But we must reduce the possibility that students 
will drop out or default. In doing so, we will ensure access to educa- 
tional opportunity, shield the student borrower from the serious 
consequences of default, and protect the Federal taxpayer from the 
escalating costs of defaults. This must be done to restore public 
confidence in all of our Federal aid programs. 

We have already begun this task. Shortly after becoming Secre- 
tary in 1988, 1 sought the views of the entire postsecondarv commu- 
nity—this is within the first month after I was on the job—on the 
best way to reduce student aid loan defaults. I believe that the 
public should have a full opportunity to comment on default pro- 
grams. I believe that before we proceed, the public should have 
final regulations, and I received ove* 1,200 responses. 

These regulations were published June 5, 1989. They carefully 
balance the responsibility of educational institutions for reducing 
defaults with the reality that we cannot make the problem disap- 
pear overnight. We must acknowledge that a large percentage ot 
student loan defaults are concentrated in a relatively small 
number of schools. For example, in 1988, of the 2,143 proprietary 
schools, 20, only 20, were responsible for $175 million in defaults, 
or 25 percent of all proprietary school defaults that year. That 
shows you the narrowness of that problem. , 

The department is also taking other regulatory and administra- 
tive steps to address abuses. We have increased staff devoted to 
monitoring schools as well as a number of program reviews. Regu- 
lations are being proposed to deal with schools that inflate their es- 
timate of the quality of education provided and address the condi- 
tions under which branch campuses may be eligible for the student 
aid program. In addition, by Monday, regulations will be published 
authorizing emergency actions to revoke the eligibility of schools 
for serious abuses. I expect that these regulations will be effective 
in late September, and we will promptly move to suspend anv insti- 
tution that we have good reason to believe is in substantial viola- 
tion of the program requirements. In addition, we will shortly take 
action to strengthen procedures for eligibility, accreditation, certifi- 
cation, and licensure. 

While these provisions cannot be expected to produce instant re- 
sults, I believe that in combination with our legislation proposals, 
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they represent a solid foundation that will not only protect the tax- 
payer but will protect the student from the unfair consequences of 



In conjunction with the default initiative regulations, on June 30, 
1989, the department submitted to Congress its legislative proposal, 
the "Student Loan Default Reduction Amendments of 1989." This 
legislation is designed to strengthen accountability in student aid 
programs, both for individuals and institutions. Two of the provi- 
sions of the department proposal— clarifying the Secretary's emer- 
gency action authority in denying Title IV eligibility for 24 months 
to an institution that has lost its accreditation — have been enacted 
due directly to the efforts of this subcommittee. In addition, S. 695, 
the Educational Excellence Act which was passed by the Senate 
earlier this year, contains provisions from our initiating prohibit- 
ing the employment of commissioned recruiters. We deeply appreci- 
ate your support in that area. 

Our default initiative, however, is just the beginning. We have 
an opportunity to accomplish much with our objectives. 

For the past 13 months, the department has been carefully eval- 
uating the Higher Education Act in order to propose a comprehen- 
sive reauthorization. And we have received a lot of testimony, 
public comment, and we have identified problems within the act, 
within our postsecondary education programs, and within the 
system of postsecondary education. 

We know that studying problems is not going to take them away. 
We must do far more than just simply ensure access. We must 
ensure and provide quality education. This means the States, ac- 
crediting agencies, and the Federal Government must do more, in- 
dividually and together, to make sure that only truly high quality 
programs participate in Federal student aid. We must ensure that 
students do not enter low quality programs only to drop out, or 
graduate from poor quality programs to enter low paying job carry- 
ing a large loan debt. We are looking at a package of new authori- 
ties for the department that will give us stronger power to act in 
the case of a guarantee agency failure, as well as addressing some 
of the underlying cause of the HEAF situation. These may include 
closer oversight of financial structure of the guarantee agency, a 
system of providing reinsurance and other authority to address the 
cause of high default. In our reauthorization proposal, you will see 
a package of measures addressing licensure, accreditation, and eli- 
gibility. 

Perhaps in the pursuit of our worthy gc^l of providing our need- 
iest students "access" to educational opportunity, we have not fully 
faced the more difficult tasks of promoting retention, graduation, 
and achievement. As a result, many students have had access only 
to academic failure and default. We should open doors of education- 
al opportunities only if they lead to achievement and a quality edu- 
cation. If this is the hard lesson that we have learned because of 
the problems of HEAF and what is happening there, we could not 
be learning them at a more propitious time as we approach the 
Higher Education Act reauthorization. I look forward to working 
with you, and I certainly will be pleased to answer questions. I un- 
derstand, of course, that you have to go vote. 
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Senator Pell. Thank you very much, indeed. We have to recess 
the committee for about 15 minutes to participate in a roll call 
vote. The hearing is in recess. 



Senator Pell. The Subcommittee on Education, Arts, and Hu- 
manities will come to order again. 

We will limit ourselves on the Senate side to the 10-mmute rule. 
I will start out the questioning, if I may. 

Reiterating the question I asked earlier, is there a relationship 
between the S&L crisis and this? I realize they are different areas, 
but I think in people's minds, there may be a similarity. I was won- 
dering what your thought was, again. I recognize you touched on it 
in your testimony, but I think it would he helpful if you once again 
let us know whether you thought this was another S&L crisis. 

Secretaiy Cavazos. Mr. Chairman, there is no way in the world 
that one can compare this situation with the savings and loan 
crisis. There absolutely is minimal risk to the taxpayer here. We 
are guaranteeing the loans. So we can't compare it in any way at 
all. I would like to dispel that notion at this moment. 

Senator Pell. I agree with you from a substantive viewpoint 
there is no comparison. But some of the elements of the lack of 
faith in the Government guarantee could creep into it, and that is 
what we are worried about here. 

Secretary Cavazos. Well, I think certainly here the guarantee 
that has been built in is one that provides for a good loan system to 
get these moved out and assures the students who perhaps have an 
excellent credit rating or have no history of credit rating will have 
loans made to them. As part of that, of course, is that loan guaran- 
tee, and I think that that is an important component of this effort. 
Certainly, even the loan guarantee is structured so that it spends 
down in terms of the amount of repayment to the Federal Govern- 
ment if due diligence is not pursued or the job is not getting done. 
So there is absolutely no comparison at all. 

Senator Pell. I am very concerned about the process by which 
the schools become eligible to participate in the programs. Clearly, 
too many bad schools are seeping through the cracks. Do you be- 
lieve you need stronger legislative language to crack down on the 
accreditation, eligibility, and certification purposes? 

Secretary Cavazos. Mr. Chairman, you have hit exactly in the 
area that I intend to put a lot of emphasis, higher ed reauthoriza- 
tion. I think that, to me, the approach has to be in that direction. I 
have had a lot of people say right off the bat, well, you need to ex- 
clude the proprietary schools, then you wouldn't have the problem, 
or you need to move the proprietary schools to another unit. 

I have consistently maintained that proprietary schools provide 
in many cases, excellent education and a greater opportunity. The 
problem is, of course, that there are some bad ones out there that 
we need to get rid of. And my tactic has been and will be— and I 
will be working with the Senate when we come through here with 
our higher ed reauthorization next year— to look at the whole issue 
of accreditation, licensure, and certification. I think that is the key. 
Part of our problem is we have some accrediting agencies out there 
that are not doing the job, and the States are going to have to work 
with us because certainly the States also do licensure and then we 
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certify. So that I must say that, to me, the best approach is not to 
say, well, let's just eliminate all the proprietary schools. I feel very 
strongly about not doing that, but I think that what we can do is 
approach it, therefore, through the accreditation issue. 

I have put the accreditation community on notice to that effect 
that we are going to be coming in there pretty hard. 

Senator Pell. I agree with your thoughts. Proprietary schools 
are what are called taxpaying schools. Many of them do an excel- 
lent job, indeed, and fulfill a very real need. But as I understand 
your reply, your thought is there is further legislative language 
that would be necessary. 

Secretary Cavazos. Yes, it is. There is quite a bit necessary, and 
we will be working with you people to work that through and make 
sure that we have something that is operative. I think that is the 
obvious approach to me. We talk about access. The key is access to 
what? Access to a quality education. And if you have good accredi- 
tation systems in place, then that will happen. But at the present 
time, we cannot be looking at them in terms of quality, only in 
terms of resources. 

Senator Pell. For the shortfall, from now, today, until this new 
legislation is enacted, which will probably be about a year — looking 
at the normal course of events— do you feel that the resources of 
the Government are adequate to prevent the complete breakdown 
of HEAF? 

Secretary Cavazos. Oh, no question about it. We will continue on 
in a very positive sense. What we are doing now, of course, is assur- 
ing that those lenders will be repaid, that loans will be properly 
serviced, so that I am not concerned about that aspect of it at all. 
However, I expect that we will be able to resolve the instant prob- 
lem that we have in front of us now, designating a successor guar- 
antee agency without needing new legislation. So that I think that 
we have that in place. I want to get back a little bit, of course, to 
the issue of accreditation again. Because of the new authority that 
you granted in terms of suspension, we will be able to be looking at 
that. So we have a variety of things we can do between now and 
reauthorization. 

Senator Pell. Actually, I remember pressim *t the time that we 
should knock out automatically schools with higher than a 25 per- 
cent default rate, and I was in too much of a minority. 

In 1987, when your predecessor testified before us, you had gone 
from 1,977 program reviews, in 1981 to about a half by 1986. What 
have you done to turn the situation around now so we have more 
departmental reviews? 

Secretary Cavazos. I am trying to find my numbers on that. We 
are doing more in that entire area. For example, in program re- 
views by the guarantee agencies, the lenders, we did in 1990 al- 
ready to this time 505. Last year it was 919. In terms of the lend- 
ers, we have done a total across the last 3 years 1,300. 

I must also point out, though, that we have continued to fight 
the Sattle of more S and E as we get more programmatic responsi- 
bility in the department. We now have about 207 discretionary pro- 
grams that we have to operate. We have not seen an increase — sig- 
nificant increase, I might add— in S and E's, and we really need to 
continue to get those out there. I have been quite vocal in trying to 
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get more support for our people in that area. I am optimistic we 
are going to turn that around. 

Senator Pell. Without objection, I will insert in the record an 
analysis of the program review activities showing how the number 
of reviews conducted declined just as the need increased. I look for- 
ward to that being reversed. 

[The report follows:] 

PROGRAM REVIEW ACTIVITIES 
Institution*! Reviews 



Fiscal Yea' Reviews Conducted Recoveries 



1981 1,058 J16.412.694 

1982 510 4,387.280 

1983. 648 5.877.265 

1984 721 11.661.319 

1985 763 6.955.832 

1986 417 2.505,485 



PROGRAM REVIEW ACTIVITIES 
lender /Guarantee Agency Reviews 



Fiscal Year Reviews Conducted Recoveries 



1981 919 $9,276,325 

1982 812 10.612,995 

1983 783 6,919.392 

'i«4 773 7.506.799 

1985 685 3.274.784 

1986 473 1.696,217 



Senator Pell. My time has expired. I have some questions I will 
ask for the record. 

I will now turn to the ranking minority member, Senator Kasse- 
baum. 

Senator Kassebaum. Mr. Secretary, first, I would just like to 
share with you a letter that I received yesterday /rom a banker in 
Kansas, which reads in part: "There have been a number of ques- 
tions which have risen lately concerning student loans at the Leav- 
enworth National Bank, which the Leavenworth National Bank 
holds. My board is desirous of receiving some type of documenta- 
tion showing that these loans, while guaranteed by HEAF, are, in 
fact, in the event of their default or bankruptcy, guaranteed by the 
Federal Government." 

I guess I would wonder how I should answer that letter. 

Secretary Cavazos. Actually, the guarantee that we have from 
the Federal Government is to the guarantee agency. The guarantee 
agency has a guarantee, of course, to that loan, the person who has 
put out the loan. And I would really be — in my job you have to be 
optimistic, that we will have in place in a short period of time, Sen- 
ator Kassebaum, the mechanism to make sure that those loans 
that have been guaranteed will continue to be guaranteed and, 
therefore, repaid should they come into jeopardy. So I would re- 
spectfully suggest that when you write back that these things will 
be fulfilled. 
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Senator Kassebaum. Thank you very much. 

I have a lot of confidence, as a matter of fact, that, indeed, that 
will be the case. There have been a lot of comparisons with the stu- 
dent loan default situation and the savings and loan situation, and 
that is just not a good comparison. But, as you have expressed, 
there are some changes that need to be made. 

There has been a lot of talk in some of the opening testimony 
about grants versus loans. I think the Senator from Minnesota 
made a good point regarding loans. But 10 years ago, grants made 
up two-thirds of the student aid package. Today, loans comprise 
from about two-thirds to three-fourths of a student's package. So it 
is a greater responsibility, of course, that a student has. I don't 
know what the figures are as far as comparable costs to the Gov- 
ernment, and perhaps those figures might be available. Either way, 
my guess is it is almost a tradeoff. 

Secretary Cavazos. I suspect it is very, very close to that. 

Senator Kassebaum. I think that what one gains from recogniz- 
ing that there is a responsibility. What I think it is most unfortu- 
nate is that we have encouraged students many times to assume an 
indebtedness that they should never have really assumed in the 
first place. 

Secretary Cavazos. That is right. 

Senator Kassebaum. I know that you are concerned about this. I 
think there are things that are being recommended or that are al- 
ready in place that eventually will make a difference. Regarding 
the system itself, I find it troubling, as it exists right now, that a 
guarantee agency such as HEAF really becomes the lender of last 
resort. They cannot turn down loans in which there might be a 
question. So immediately they are placing themselves in some jeop- 
ardy. Is that not correct? 

Secretary Cavazos. That is correct. That is correct, Senator. 

Senator Kassebaum. When they have that responsibility and 
when we have required them by law to assume it, then it seems to 
me we do have a responsibility for resolving the situation — at least 
by recognizing that we have to look at the "open sesame" situation 
we have today. I think we do a disservice to students, as a matter 
of fact, if we saddle them with a debt which either they are just 
simply going to ignore or which hangs over them for years, and on 
the other hand if we require a guarantee agency to take on the 
questionable loans. 

I would also say that I am troubled by the fact that institutions 
with high default rates which have received notice and/or are 
denied by the guarantee agency further loans can go elsewhere. 
There is nothing at this point, other than your closing them down, 
that really means the practice stops. Is that not correct? 

Secretary Cavazos. Well, I think we are putting in place a varie- 
ty of mechanisms that will help close them down earlier, or to cer- 
tainly address it. Part of the problem that we have done in the past 
is that we have not involved the school in some effort in terms of 
the student loan. They have always said, well, that is between the 
lenders, the guarantee agency, and the student. The school has no 
responsibility. 

When I came into the job a couple years ago, I tooK quite the 
opposite tack, that the school does have the responsibility to coun- 
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sel those students and to let them know what they are getting 
themselves into relative to the issue of loans. And so last year we 
published new regulations targeted at each level that really in- 
volved the schools. And we were able to cut off some funding into 
some of these schools. They now have default management plans 
and how they have to pull those numbers down. And for the first 
time, we have gotten one of the key players back into — not back 
into it, it was never in it — into the loops, and that is going to make 
a difference because then that will let us get at those bad schools 
that you talked about, Senator, that we can close down. 

Senator Kassebaum. Well, but some of them just keep coming 
right back. 

Secretary Cavazos. They have moved down the street and 
changed their name and start over again. 

Senator Kassebaum. I guess, then, I would ask: What responsibil- 
ity and oversight does the Department of Education have? And 
what, as a matter of fact, have you done to assure that a situation 
such as HEAF will not happen again? 

Secretary Cavazos. I think basically the main thing that— there 
are two parts to that question. One, what do we do about schools 
that close down and move about and change? And I talked earlier 
about the whole issue of accreditation, how that whole system 
needs to be tightened down so we can get rid of the bad schools 
through the accreditation system and licensure and certification. 

The second one that we did, we can get rid of our bad schools, 
unless they pull down their default plans in terms of support to the 
guarantee agencies, certainly I think that the main thing we can 
do there is to help them through audits and management plans. 
We have been doing that, I believe with some diligence within the 
department. 

Senator Kassebaum. Well, I think so, and sometimes these re- 
sults are slow in coming. 

If I may just ask one further question, Mr. Chairman, it is one 
that I asked at last week's hearing of the Banking Committee on 
this issue. HEAF had requested permission from the Department of 
Education to drop some of their questionable loans. 

Secretary Cavazos. Yes. 

Senator Kassebaum. Some of the things that they had requested, 
I assume would have made their portfolio a more solvent portfolio 
but were denied by the Department of Education? 

Secretary Cavazos. Yes. 

Senator Kassebaum. Can you explain that? 

Secretary Cavazos. Yes, I will point that out, Senator, because 
HEAF proposed to, one, stop guaranteeing loans for certain 
schools. That proposal would violate actually one of the laws on 
this. It is required to do that by law. They also proposed requiring 
cosigners on student loans for students at some school. That pro- 
posal also violates another one of our laws. Finally, they want to 
stop guaranteeing loans for certain lenders, and that also is in vio- 
lation of our laws. I can go into great detail about those, but actu- 
ally that is the way that the law is written, and we had to respond 
negative. I want to make that point. That is a very important 
point, and I am pleased that you brought it up. 
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Senator Kassebaum. Again, because of being the lender of the 
last resort, they really have no recourse. 

Secretary Cavazos. They have no recourse at all. 

Senator Kassebaum. I think we need to take another look at 
some of the laws and the way they are written. 

Thank you, Mr. Chairman. 

Senator Pell. Thank you very much, Senator Kassebaum. 
Senator Kennedy. 

The Chairman. Thank you very much, Mr. Chairman. 

Secretary, can you give an ironclad guarantee to every eligible 
student and their family and assure them that those that are eligi- 
ble to receive the loans will receive them this fall? 

Secretary Cavazos. Yes. 

The Chairman. Are you requesting any additional legislation 
here at this hearing to permit you to deal in a responsible way 
with the financial difficulties of HEAP? 

Secretary Cavazos. Mr. Chairman, at the present time, we are 
not seeking legislation. We think we can resolve this issue within 
the next couple of weeks. It is imperative that we do that. We want 
to get it done, and we will do it. 

However, that doesn't mean that in the higher ed reauthoriza- 
tion we are not going to come back in here with a lot of changes to 
this whole system. I must point out to everyone here that that act 
now is 25 years old. I looked at it, and, very frankly, it has so many 
components to it that perhaps have some issues in there that need 
to be readdressed. 

What I did 14 months ago, I started the department working in 
this whole area. I said just get yourself a clean piece of paper and 
start all over again. Forget the current one. What would be the 
ideal one? And we have been working with the people at Dupont 
Circle, and in the administration to get this worked out. We have 
had field hearings so that subsequently, yes, Mr. Chairman, we will 
have to be coming back with new legislation. 

The Chairman. I know Chairman Pell and others look forward 
to working closely on this with me, and we can't get started too 
early on it. 

How often did you audit HEAF? 

Secretary Cavazos. It is audited every 3 years. It was audited in 
1988. The 1988 audit showed that they were not in serious problem 
at that time. 

The Chairman. Just every 3 years? 

Secretary Cavazos. Yes. 

The Chairman. The last audit was 3 years ago? Was it prior to 
the time that we understood that there is a crisis? 

Secretary Cavazos. December of 1988 was the last audit. 

The Chairman. Have you formed any opinion whether there 
ought to be closer oversight to not only HEAF but to the other 
guarantee agencies? 

Secretary Cavazos. I guarantee you, Mr. Chairman, that if I can 
find at least one silver lining out of the problems that we have in 
front of us, it is the fact that we are going to have to work much 
harder to make sure that this doesn't happen again. There are a 
lot of guarantee agencies out there, and in terms of having the per- 
sonnel to audit extensively, we find when you are dealing with the 
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number of guarantee agencies that we have, it is not easy to get it 
done soon. But we are going to put a hard press on it to make sure 
it doesn't happen again. , • TTr , Ar , . 

The Chairman. Given the financial difficulties at HEAF, have 
you ordered an auditing of all the other guarantee agencies? 

Dr. Stringer. Senator, we have in place now a team that is 
going to be doing intensive audit work on all other guarantee agen- 

01 The Chairman. Is it the same policy for the other agencies to be 
audited every 3 years? . 

Dr Stringer. Yes, that id the policy. It should be kept in mind 
that the department does not have financial oversight authority 
with respect to the guarantee agencies. 

The Chairman. But you can certainly audit those, can you not.' 
You have the authority to be able to audit those? 

Dr. Stringer. That is right. 

The Chairman. I am trying to get some feel as to what is being 
done. Can you give us the financial conditions of these other agen- 

Secretary Cavazos. If I may, Mr. Chairman, I could ««k Larry 
Oxendine from our staff, who deals with that specific area, to ad- 
dress that. 

The Chairman. Fine. 

Mr. Oxendine. Thank you, Mr. Secretary. 

The Chairman. Give me your name and position. 

Mr. Oxendine. Yes, sir. I am Larry Oxendine, and I am the di- 
rector of the Division of Policy and Program Development within 
the Office of Postsecondary Education. I am in the office that is re- 
sponsible for regulating the guarantee agencies. 

We do perform audits of guarantee agencies, program reviews ot 
guarantee agencies. The last one that was performed of HEAF was 
in 1988. We have a policy in place right now where we will be per- 
forming these reviews every 2 years, but in addition to the reviews 
that are performed by the Department of Education, we also re- 
ceive independent audits of the guarantee agency CPA firms every 
2 years. In addition, we receive extensive financial information and 
programmatic information from the guarantee agencies on a quar- 
terly basis, a former we refer to as the guarantee agency quarterly 
report. And then at the end of each year, we receive even more ex- 
tensive information from the guarantee agencies in the annual r e- 
ports. We receive a great deal of information from the guarantee 
agencies which we can use to determine the condition of the 

agency. . . 

The Chairman. And what assurance can you give us this morn- 
ing, with all that information, about the condition of the other 
guarantee agencies? 

Mr. Oxendine. I can give you an assurance that all ot that mior- 
mation is reviewed within the department of 

The Chairman. I am asking about their financial stability. What 
can you tell us about it? 

Mr. Oxendine. I can give you an assurance that there is no other 
agency in existence at the moment that is having financial troubles 
that are similar to the HEAF financial problems. 
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The Chairman. Similar? Let's leave the word "similar" out. Do I 
gather from what you are saying that the other agencies are finan- 
cially stable? 

Mr. Oxendine. Yes, they are. 

The Chairman. How mai.y people do you have in your depart- 
ment that are reviewing this information on the various agencies? 
How many people in the Department of Education? 

Mr. Oxendine. The information that is submitted to the Depart- 
ment of Education, we have approximately nine people reviewing 
that information. 

The Chairman. Excuse me. Could I hear that again? How many 
people? 

Mr. Oxendine. The people in the department to review the re- 
ports that are submitted, we have approximately nine people. 

The Chairman. As I understand it, last week at the Banking 
Committee there was indication that five to seven of the other 
agencies were in some financial difficulty. 

Mr. Oxendine. There are five to seven other agencies that we 
are watching closely. I would not say that they have financial diffi- 
culties. They are in a position where they are able to pay their 
bills. We don't expect any serious problems from those agencies, 
but they are being watched closely. 

The Chairman. Well, I hope that you share that information 
with the chairman of the committee and others as to the progress 
that is being made. 

Thank you very much, Mr. Chairman. 

Senator Pell. Thank you. 

Senator Jeffords. 

Senator Jeffords. Thank yea, Mr. Chairman. 

Mr. Secretary, I would like to ask you about your testimony as to 
your assurances that you were capable of taking care of the HEAF 
matter. In 1988, I included a provision in the House student default 
initiative to mandate that the Secretary conduct a study relative to 
appropriate actions to take in the event that a guarantee agency 
becomes insolvent, and clearly defined the Federal Government's 
role in such an event. I did that; of course, this bill was never en 
acted, but it seems to me the law is rather unclear on these issues. 

I would like you to clarify for me as to what you can do in the 
event of a default of the guarantor agency and whether or not the 
Government is a backup. I don't believe there is any full faith in 
the Government which assures that money would be forthcoming. 
How do you anticipate taking care of that? And what responsibil- 
ity, if any, or authority do you have with respect to the lenders in 
that event? 

Secretary Cavazos. First of all, let me point out that the depart- 
ment has no legal responsibility for HEAF's guarantees. However, 
we are acting to ensure that HEAF's guarantee functions are con- 
tinued and that the department will continue to reinsure both ex- 
isting and expected loans. We are looking at all of that. But if 
HEAF is failing to meet its responsibility as a guarantee agency, 
the department can terminate its agreement and enter into an- 
other agreement with another agency. We expect cooperation from 
HEAF in arranging for a smooth transition to a new guarantor if 
that opinion becomes necessary. The department is not, as a 
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matter of law, responsible for paying lenders' claims. Our legal re- 
sponsibility is only to pay reinsurance to the guarantee agency it it 
pays insurance to a lender on a defaulted loan. 

However, the department is pursuing options to ensure that ex- 
isting and new loans continue to be insured, and the department 
continues to pay reinsurance. So our entire efforts will be devoted 
over the next week or two, therefore, to putting in place that mech- 
anism for someone to take over, if necessary. 

Senator Jeffords. I think the question that we have, and 1 guess 
the taxpayers would, is: What authority or what responsibility does 
the lender bear in these circumstances? And is this a situation 
where there could be a requirement for a taxpayer bailout in the 
sense of any legal authority for that? And, third— I shouldn t add a 
third one so quickly, but what power do you have to reassign de- 
faulted loans to other agencies, or loans to other agencies that may 
or may not be in default? 

Secretary Cavazos. In terms of the legal aspect of that bd. 

Dr. Stringer. Senator, your first question relating to the lenders, 
what are the responsibilities of the lenders, the responsibility ol 
the lenders relate to doing due diligence on any loans that they 
have issued to the students, and to timely submit those loans to the 
guarantor agency if they go in default. The lender has no direct re- 
sponsibility to the Federal Government, and the Federal Govern- 
ment has no direct responsibility to the lender. 

Senator Jeffords. But what happens if they don t use due dili- 
gence? What is the authority? . 

Dr. Stringer. Then the guarantor agency is not authorized to 

guarantee that loan. , , 

Senator Jeffords. Well, isn't the loan already guaranteed at the 
time where due diligence might be a part, or not? 

Dr Stringer. If a loan goes in default, it remains in default with 
the lender for some period of days, 180 days I believe it is, and it is 
then submitted to the guarantee agency. There must be evidence 
that that lender has done due diligence in attempting to collect on 
that loan during that time period. 
Senator Jeffords. And if he has not? 

Dr Stringer. If he has not, then the guarantee agency does not 
guarantee that loan. That is the lender's loan at that point. 
Senator Jeffords. Thank you. And the other questions.' 
Dr. Stringer. As to the third— I remember your third question. 
Senator Jeffords. Well, try that one. 

Dr. Stringer. Having to do with the authority of transferring 
loans and guarantees. 
Senator Jeffords. Yes. 

Dr. Stringer. That can be done only at the consent of the feder- 
al Government. , , „ . 
Senator Jeffords. Not the agency to which you are transferring 

it? Do they have a consent 

Dr. Stringer. Well, certainly the agency— I would assume that 
the agency that is receiving the transfer would have agreed to it. 
But the transfer cannot be done without the department s consent. 

Senator Jeffords. And then presuming also that it can t— you 
can't order it to be done then, is what I am getting at. 

Dr. Stringer. That is correct. 
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Senator Jeffords. Thank you. 
Senator Pell. Thank you very much. 
Senator Simon. 

Senator Simon. Thank you, Mr. Chairman. 

First, when we talk about defaults — and I don't like them any 
more than anyone else — what we are saying is there are no short- 
term payoffs. For example, someone who obtains 2 years of college 
education may not be able to pay that loan right now doesn't mean 
that in the long-term society hasn't benefited from this investment. 

Second, and I realize the problem you face here, Mr. Secretary, I 
do think there is a difference in the default rate, if I may pick on 
my colleague from Massachusetts here, for a Harvard and, say, a 
privately controlled community college on the Pine Ridge Indian 
Reservation where there is a 73 percent unemployment rate. 

Secretary Cavazos. Yes, sir. 

Senator Simon. You cannot expect to apply the same standard 
across the board. It seems to me that a uniform standard does not 
make an awful lot of sense. 

Now, in your statement, Mr. Secretary, you say, "We all must do 
far more to ensure that the institutions to which students take 
their Federal student aid dollars will provide a quality education." 
In response to Senator Pell and Senator Kassebaum, you talked 
about accrediting. Is this how we do this? And if I can be more spe- 
cific, you mentioned a startling statistic I hadn't heard before; 20 
out of more than 2,000 proprietary schools 

Secretary Cavazos. It is 2,140 proprietary schools. 

Senator Simon. Twenty out of 2,140 proprietary schools are re- 
sponsible for 25 percent of the defaults by the proprietary schools. 

Secretary Cavazos. Yes. 

Senator Simon. Are those 20 schools providing quality education? 

Secretary Cavazos. Part of the issue here comes back to the ac- 
creditation thing. If they are accredited— that means accredited by 
a recognized accrediting agency, and there are, very frankly, some 
pretty bad accrediting agencies out there. They are given a license 
by a State; we certify them. 

Now, what I am going to try to do is to tighten up that whole 
sequence there, and I am going to have to have the States' coopera- 
tion to do that because this is not just a Federal part. We have 
been able to get into legislation— and it has been passed— that one 
of the problems we would have is a school would lose its accredita- 
tion. Well, now you won't be able to get a guaranteed student loan, 
but they go down the street and find themselves another accredit- 
ing agency to accredit them. There are some startling numbers of 
just some of these accrediting agencies, a number of the proprie- 
tary schools that they accredit. 

To put it into view here, Senator Simon, it is that about 35 per- 
cent of the loans that are out there now are to students in proprie- 
tary schools, but they account for 70 percent of the defaults, ap- 
proximately, that we have out there. I want to get back to your 
other point when you were comparing Harvard to the community 
college. You are right, there is a tremendous difference between 
that when we talk about the percentages of default. That is why I 
was being very, very sensitive to the issue that you just now 
brought up. 
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Last year, when we proposed our new regulations, we did a step 
procedure on it requiring certain activities. We don't require any- 
thing as long as the school's default rate is below 20 percent. But 
once it goes over 20 percent, say to 30 percent, default management 
plans, and we have now 1,200 default management plans that have 
been submitted to our department that we are reviewing at the 
present time. Going to that into the next step, 30 to 40 percent, we 
can now delay disbursement of the loans to first-time buyers, which 
is very, very handy because we have to wait 30 days, and by that 
time they have dropped out, unfortunately; and also require a pro- 
rata refund from the proprietary schools up to a certain level of 

tll Being sensitive to the issue that you brought up, rates for schools 
above 40 to 60 percent, people came to me and said, well, we just 
ought to cut them off at some point. Well, what we have done here 
is we have delayed certification, a pro-rate refund policy, and they 
have to bring their levels down at a given rate. We even go as far 
as 60 percent and require all of these default reduction measures I 
have mentioned— refund policy, we could delay disbursement. In 

other words, even at 60 percent, we don't just say you can't 

Senator Simon. I think I understand. 

Secretary Cavazos. And I think that these regulations are the 
best regulations that we have ever had in place and will get the job 
done, because I was being very sensitive to the issue that you 
raised. There are some excellent colleges out there that have very 
similar troubles. We don't want to shut them down. 

Senator Pell. Could we insert that information in the record? 

Secretary Cavazos. Yes, sir. We will be glad to include that. 

[The information referred to follows:] 

Rates of Schools 

Rates that are 20 percent or below: . , A „ ^ . . 

No action related to default reduction measures is required. All other rf ?ulatory 
requirements apply 

Rates that are above 20 percent but not above 30 percent: 
DMP submission by 10/1/89 to the Secretary and principal guarantee a/,ency. 

Rates that are above 30 percent but i.ot above 40 percent: 

DMP submission by 10/1/89 to the Secretary and principal guarantee agency. 

Delayed certification of loan applications and delayed disbursement of loan pro- 
ceeds to first-time borrowers for loans certified after 10/1/89. 

Pro rata refund policy for Stafford, SLS, and PLUS recipients whose last recorded 
date of attendance occurs on or after 11/21/89. 
Rates that are above 40 percent but not above 60 percent: 

Implementation of all Appendix D default reduction measures as defense to Lbi 
action in 1992. In effect, Appendix in school's DMP. 

Delayed certification and delayed disbursement for first-time borrowers. 

Pro rata refund policy. 

Reduction of fiscal year 1990 rate by 5 percent from fiscal year 1989 default rate 
as a defense to LST action in 1992. 

Rates above 60 percent: t «r 

Implementation of all Appendix D default reduction measure as defense to Lbi 

action in 1991. In effect, Appendix D is the school's DMP. 
Pro rata refund policy. , 
Delayed certification and delayed disbursement for first-time borrowers. 

Schools with fewer than 30 Borrowers: 
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Default rate will be calculated as a 3-year average. No action related to default 
management plan (DMP), pro rata refund, and delayed certification is required at 
this time. All other regulatory requirements apply. 

Senator Simon. And it does seem to me that if you see 20 propri- 
etary schools that are responsible for 25 percent of the default 
problem, there ought to be a good look at these schools. Perhaps 
they are good schools. I just don't have any idea. 

Secretary Cavazos. We have closed down a number of them al- 
ready just this year. 

Senator Simon. Forgive me for not remembering your name, sir. 

Mr. Cxendine. Larry Oxendine. 

Senator Simon. You mentioned you have nine people to review 
the reports. 
Mr. Oxendine. Yes, sir. 

Senator Simon. Do you just assume that the reports that you get 
are accurate? How much do you feel it will cost, in terms of HEAF 
and other guarantee agencies that may have some problems? 

Mr. Oxendine. No, we do not assume the reports are accurate. 
As a matter of fact, we have a computer program that we run the 
reports through to do various edits for us and to make comparisons 
between the current quarter's reports and previous quarter's re- 
ports to make sure that there is consistency among the reports. 

The reports that I am referring to are also used to make pay- 
ments to the guarantee agencies, and we, of course, have to make 
sure that the information is accurate before we can authorize the 
payments. The administrative cost of loans, for example, we pay 
the guarantee agencies an allowance of 1 percent of loan volume, 
and we use these reports. So we do various edit checks, both 
through a computer system and manually to determine the accura- 
cy of the reports. And we frequently have discussions back and 
forth with the agencies in correcting the data. 

I didn't fully follow your second question, Senator Simon. 

Senator Simon. The second question is: What are we talking 
about in terms of losses to the guarantee agencies right now? 

Secretary Cavazos. We would estimate less than $100 million, 
Senator. 

Senator Simon. If I may follow through, Mr. Secretary on the ac- 
credition issue, I remember when I was back in the House we had 
hearings on the accrediting process. Do you have a timetable for 
looking at this and saying here is what we are going to do? 

Secretary Cavazos. Yes. I have already formed a task force 
within the department itself— in fact, I started that about a year 
ago— to work and to give us guidelines that we will have to have in 
our higher ed reauthorization to be very specific about improving 
the accrediting and licensure and certification procedure. I believe 
that all of us, very frankly, all of us share in the responsibility. It 
is a tough thing to say. I think that the whole Nation shares in 
that, that we have not done the kind of job that we should have 
done over the years. There are some excellent accrediting agencies 
out there. Don t misunderstand me. 

Last year, at a major speech that I gave at the Southern Associa- 
tion of Secondary Schools and Colleges, which is one of the very 
finest accrediting agencies, I put them ail on notice that I wanted 
their cooperation nationwide of the accrediting agencies to partici- 
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pate in this; because if they didn't participate, we were going to do 
it alone, and they would see some very, very tough rules coming 

down the road. , 

I remarked earlier that I have had people come to me and say, 
well, it is very, very simple, I know how to clean this up, why don t 
you just get rid of the proprietary schools, don't give them student 
loans. I don't agree with that. I have testified to that issue repeat- 
edly over the last couple of years. I really believe that the best way 
to do this is to get rid of the bad ones. As you point out, there are 
only a handful of them, and we are going to go after them. 
Senator Simon. My time has expired. Thank you. 
Senator Pell. Thank you very much. 

I am getting a little bit nervous because we have Mr. Hawk, the 
head of HEAF, and also two panels of public witnesses. So we will 
have to roll on a little faster. 

Senator Durenberger. 

Senator Durenberger. Mr. Chairman, I will be as quick as 1 can. 

Mr. Secretary, I want to begin with your answer to Senator 
Kassebaum's question regarding the Leavenworth banker. I under- 
stand that the Government has no obligation by law to pay the 
lender. 

Secretary Cavazos. That is correct. 

Senator Durenberger. But you have stated today that the De- 
partment of Education is going to insure the lender. 

Secretary Cavazos. I am very, very confident, Senator, that in 
the next couple of weeks we will have a new guarantee agency or 
resolve this issue so that those loans will be serviced and they will 
be paid off. What I was talking about was the optimism that I 
really believe we are making progress. 

Ed, you have been the main negotiator in that area. 

Dr. Stringer. We are optimistic, Senator, that we are going to 
reach a conclusion. 

Senator Durenberger. That means that every banker, Leaven- 
worth and all others, need not have to worry. 

Secretary Cavazos. If they do due diligence on those loans. 

Dr. Stringer. I think that if I were the banker in Leavenworth, I 
would have a high level of confidence that their loans would be 
honored; at least the loans that follow through to the Federal Gov- 
ernment level. What happens, obviously, on the due diligence side 
is their responsibility. 

Senator Durenberger. Where does the figure $100 million in 
losses come from? Is that an estimate the Secretary gave in re- 
sponse to Senator Simon's question? 

Dr. Stringer. Yes, Senator, that is a top side number that we 
estimate at this time. There are a lot of unanswered questions, but 
in answer to the Senate Banking Committee question last week, 
that was the answer we gave. 

Senator Durenberger. And the bulk of that comes from what 

source? 

Dr. Stk:vger. Costs of transferring the loan portfolios to the sub- 
stitute guarantee facility. 

Senator Durenberger. Is there any factor in there for the pub- 
licity implications of this? I don't want to draw a direct comparison 
between the reaction of a depositor in a savings and loan to the 
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news that the savings and loan is in trouble, and the reaction here 
of a person who has an obligation under a loan saying, I think I 
will default on mine, too, and all of a sudden she starts spinning 
and we have a much larger problem than we anticipated. Is there 
some factor in your optimism and your figure $100 million for the 
potential of that happening? 

Dr. Stringer. No, there is no factor for that. 

Senator Durenberger. I represent 800 people who have been 
working for HEAF in Minnesota, largely in the city of St. Paul. To 
the degree that the process of guaranteeing the stability of the 
guarantee behind the HEAF portfolio, might imply an arrange- 
ment with another guarantor, and that that arrangement might 
imply at some point in time the servicing of those loans somewhere 
other than St. Paul, I have a deep concern. 

It seems to me that those loans having been generated out of St. 
Paul, and having been serviced by people in that city, that there is 
some value not only to the consumers involved but also to the ac- 
quiring guarantee agency of keeping that system in St. Paul. What 
can you say, Mr. Secretary, right now about what I can tell the 800 
folks in St. Paul about the way in which the negotiation of HEAF's 
future might affect them. What can I say to the 800 folks in St. 
Paul? 

Secretary Cavazos. I think that certainly the main thrust that 
we would do is we will work with them to do the best we can to 
make sure that it doesn't collapse. But if it does, then we have to 
provide and make sure that those loans are serviced. And so at this 
time, very frankly, it is a question certainly that I am sure that 
you are going to be getting into more and more as we worry about 
this issue. But our major job right now is to make sure that those 
lenders are back and those loans get out there to the students. The 
guarantee agencies, we have got to put in place the best mecha- 
nism that we have that will do that. 

Senator Durenberger. But do you have a view right now, Mr. 
Secretary, in trying to determine the cost of servicing these loans, 
do you have a view that says that it is quite clear from your experi- 
ence, that those loans can be serviced, even though you may 
change the management 

Secretary Cavazos. Yes, sir. 

Senator Durenberger. Do you have the view that those loans 
can be serviced at a lower dollar cost by leaving them in St. Paul 
to be serviced rather than by lifting them up and moving them 
some place else? 

Dr. Stringer. I don't think we know that at this time, Senator. 
The proposals that we are looking at each provide for keeping 
those loan portfolios and those guarantee records in the HEAF or- 
ganization for some time. Obviously, that is a decision to be made 
by whatever successor guarantee agency there is. There is a high 
level of sophistication in their computer program systems, but as 
far as cost of administering those in St. Paul versus another city, I 
don't know. 

Senator Durenberger. Thank you. 

Senator Pell. Senator Kassebaum. 

Senator Kassebaum. Excuse me. I would just like to ask a follow- 
up question if I might, to perhaps clarify my own thinking and an 
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answer I heard questions by both Senator Jeffords and Senator 
Durenberger. It seemed to me, Mr. Secretary, you indicated that 
there could be a new guarantee agency. I guess I am not sure why 
a new guarantor would solve the problem if you are moving bad 
loans, which at this point are only getting 80 percent reinsurance, 
80 cents, say, on the dollar. Who is going to want that kind of loan? 

Secretary Cavazos. When they come back on as a new guaran- 
tor, they will be back at a hundred percent for a 5-year period by 

^Senator Kassebaum. Well, Mr. Secretary, I don't understand 
that. Why would they do that? That seems to me certainly to be a 

bad credit risk. . 

Secretary Cavazos. That is the way the law provides for that. 

Senator Kassebaum. That if it is moved to a new guarantee 
agency, it comes back on as a hundred percent? 

Dr. Stringer. That is what the law provides, Senator. But under 
the proposals that we are negotiating now, that is not the way it 
would work out. We are getting into some of the refinements of ne- 
gotiation at the moment, so I would like not to get too far into this. 
But the proposals we have show out over time a very healthy loan 
portfolio of the successor agencies that we are dealing with. So 
from the standpoint of the illness of the HEAF portfolio at this 
point, blending it with a stronger portfolio can get them through 
this time period that HEAF cannot get through, given their situa- 
tion at the moment. 

Senator Kassebaum. I guess I will have to accept that answer, 
but I think it raises many questions about future problems. 

Dr. Stringer. It does, indeed. And that is one of the reasons why 
we are taking probably more time than a lot of people would have 
wished, because we want to be sure that whatever we do doesn t 
create another problem down the line. 

Senator Kassebaum. Thank you. 

The Chairman. Could I ask just one question? 

You mentioned that part of the difficulty is with these accredit- 
ing associations. Can you tell us how many have been approved in 
the last 3 years? 

Secretary Cavazos. I don't know that number, but we will get 
that number of how many have been approved in the last 3 years. 
There are 60 accrediting agencies in the United States. But I want 
to point out, though . 

The Chairman. What I am interested in, Mr. Secretary, is how 
many have been rejected. Do you know how many have been reject- 
ed in the last 3 years? Could you get the information for the last 3 
years, regarding how many have been approved and how many 
have been rejected? Have any been rejected? 

Secretary Cavazos. I am not aware of any, Senator. 

The Chairman. That is what the problem is. None have been re- 
jected. It creates a concern. Why? I don't want to take more time, 
but if that is the problem, and you don't know any that have been 
rejected, why haven't they been? Why haven't some been rejected 
if they are the problem? 

Secretary Cavazos. Because the accreditation element is one that 
involves the State level. They approve these accrediting agencies. 
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We recognize those accrediting agencies in turn. They give licen- 
sure, and we certify. 

The Chairman. But you have power to approve them ultimately, 
don't you? 

Secretary Cavazos. We can remove that, and that is exactly the 

point that I was making. I looked at this list and 

The Chairman. But none have been rejected? 
Secretary Cavazos. None have been to date. 
The Chairman. Thank you. 

Senator Simon. Mr. Chairman, just one brief comment. First, I 
think Senator Kennedy's question and the question that follows I 
think is clearly an area the Secretary and his staff ought to be 
t king a good, hard look at. And if you need additional powers, you 
ought to come to us and ask for those additional powers. 

Second, all of us regret the kind of default costs — the $100 mil- 
lion — we are talking about. If the average default is $3,000 — and I 
don't know what it is — that means 30,000 students have been 
helped. We are talking about $100 million or one-eighth of a B-2 
bomber. We get nothing back from the B-2 bomber. Thirty thou- 
sand people have been helped, presumably, in the process. So we 
are not talking about complete losses for this country. 

Thank you, Mr. Chairman. 

Senator Pell. I just want to also understand one thing. Are you 
suggesting the creation of a new guarantee agency with a 5-year, 
100 percent reinsurance to succeed HEAF? 

Secretary Cavazos. No. 

Senator Pell. You are not. OK. 

Senator Simon. But you can just shift these loans to a new 
agency and all of a sudden they are a hundred percent guaranteed? 
Secretary Cavazos. By law you could. 

Dr. Stringer. We can do that, Senator, but this is a process that 
we are deep in negotiation on. We have the authority to do that. 

Senator Simon. I sure didn't know about that. 

Secretary Cavazos. It is the way it is written. 

Senator Pell. Thank you very much, indeed, gentlemen, for 
being with us. 

Secretary Cavazos. Thank you, Mr. Chairman. 

[The prepared statement of Secretary Cavazos (with attachments) 
follows:] 
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U.S. DEPARTMENT OF EDUCATION 
Statement of 
Dr. Lauro F. Cavazos 
Secretary of Education 
Before the 

Subcommittee on Education, Arts and Humanities 
August 3, 1990 



Mr. Chairman and Members of the Subcommittee: 

we are here this morning to discuss a very serious situation, the 
serious financial condition of one of the Nation's largest 
guarantors in the Guaranteed Student Loan programs. The 
Department's highest priority at this time is to resolve this 
immediate problem, and to take steps to ensure the stability of 
>hese important student aid programs. We must also take a very 
hard and serious look at what caused this guarantor's problems 
and learn the lessons that will help us avoid such problems in 
the future. 

First, I would like to provide a brief history of the Guaranteed 
Student Loan (GSL) programs. The GSL programs include a number 
of different programs. The two most important of those programs 
for our purposes this morning are the Stafford Student Loan 
Program and the Supplemental Loans for Students, or SLS, Program. 
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Both are student loan programs in which private financial 
institutions provide capital that is loaned to student borrowers, 
in return, these institutions receive a subsidy from the 
Government to bring the interest they receive closer to a market 
rate, and the borrower's interest may be paid, or subsidized, by 
the Government at certain times. If properly serviced by the 
lender, these loans are guaranteed by State and private non- 
profit guarantee agencies against default and a borrower's death, 
disabil ity , or bankruptcy . 

As you know, the GSL programs began with the enactment of the 
Higher Education Act (HEA) of 1965. Prior to that time, a number 
of States had established their own loan programs to assist their 
residents with postsecondary education costs. All of these early 
programs were need-based, had various academic requirements for 
students, and had a variety of eligibility requirements for 
educational institutions . 

Many students did not qualify for these loans, and these loan 
programs were available only in certain States. For these 
reasons and because of the increasing costs of postsecondary 
education, a nationwide guaranteed student loan program was 
enacted in the HEA. A separate, but similar, loan program for 
vocational students was consolidated into the HEA in 1968. 
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By the summer of 1966, the GSL program was operational throughout 
the country. A direct Federal Insured Student Loan (FISL) 
program served those States not served by an intermediary 
guarantee, or insurance, agency. Under the FISL program, the 
Federal Government directly insured the student 1 s loan * The HEA 
did not provide enough incentives to encourage the creation of 
State and private non-profit guarantee agencies, and the FISL 
program covered most of the loans at this time. This situation 
continued until enactment of the Education Amendments of 1976, 
which made major changes to the HEA. Those amendments placed 
renewed emphasis on both the existing guarantee agency programs 
and the formation of new guarantee agency programs, through 
incentives such as new Federal advances, supplemental 
reinsurance, and administrative cost allowance payments, and by 
limiting the circumstances under which the FISL program could 
operate in a State. 

The HEA now relies almost exclusively on private nonprofit and 
State guarantee agency programs. If a borrower defaults on a 
loan, the guarantee agency pays the amount of the defaulted loan 
to the lender. After paying the default claim, the guarantee 
agency comes to the Federal Government for reinsurance of the 
insured amount paid to the lender. Once the Federal Government 
pays reinsurance to the guarantee agency, the guarantee agency 
tries to collect on the defaulted loan and, if successful, keeps 
some amount of the money collected and sends the larger 
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proportion to the Federal Government. The Federal Government, 
under a guarantee agency program, does not directly insure loans 
made by a lender. 

In the 1976 Higher Education Amendments , an important provision, 
relevant to our discussion this morning, was added. This 
provision increased the rate at which guarantee agencies are 
reimbursed by the Federal Government for the insurance claims 
which they pay to lenders for defaulted student loans from a 
fixed rate of 80 percent- Now, a guarantee agenc's 
reimbursement, or reinsurance, from the Federal Government 
declines from 100 percent to 90 percent or 80 percent depending 
on the agency's annual default rate. If the yearly default rate 
on these loans reaches 5 percent, the Federal Government 
reimburses an agency for only 90 percent of the amount of 
reinsurance claims paid during the remainder of that year. If the 
default rate on the loans in repayment goes over 9 percent, the 
agency is reimbursed for only 80 percent of the amount of 
reinsurance claims paid during the remainder of the year* Each 
guarantee agency's reimbursement rate starts again at 100% at the 
beginning of each fiscal year. 

The 1986 Amendments to the HEA authorized the SLS program. An 
SLS loan receives a Federal reinsurance guarantee, but no 
interest subsidies, as do Stafford Loans. Finally, in the 
Hawkins-Stafford Elementary and Secondary School Improvement 
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Amendments of 1988, the GSL program was renamed the "Robert T. 
Stafford Student Loan Program, " 

Since the inception of the GSL programs, over $114 billion has 
been loaned to students. In fiscal year 1990, almost $12. 5 
billion will be loaned to 4J million borrowers, and $53 billion 
r.i the total amounts loaned in the program will still be 
outstand: ng. 

We are here today to discuss concerns raised by the financial 
problems of the Higher Education Assistance Foundation (HEAF) , 
one of the Nation's largest guarantors of student loans. We are 
here to tell you what we are doing to solve that particular 
problem, and oi the actions being taken by the Department of 
Education to ensure the continuation and stability of the GSL 
programs . 

The Department of Education — in conjunction with the Office of 
Management and Budget, and with the assistance of the investment 
banking firm of Kidder, Peabody, Inc. ~ is closely monitoring 
the situation and is developing options to resolve the matter. 
We sent a nine-member team to HEAF ' s headquarters in St* Paul, 
Minnesota last week. That group included accounting and computer 
specialists who administer our student loan programs* They 
monitored HEAF 1 s operations and assessed the situation first-hand 
to assist us in making informed decisions about HEAF 1 s existing 
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loan portfolio and its prospective guarantee functions. HEAF was 
cooperative throughout the review and we anticipate their 
continued cooperation in resolving this situation* This week, 
the Department's Inspector General's Office has staff on site at 
HEAF headquarters conducting an independent review of the 
agency 1 s operations . 

In additi^r, , we ate intensively involved in sensitive discussions 
with other organizations that may have an interest in and 
capacity for assuming all of HEAF 1 s guarantee functions. While 
we are not it liberty to disclose specifics about these 
deliberations, I want to assure you that we are committed to 
putting in place an appropriate solution. 

The Department has made its position clear in public statements 
and with the Congress. Let me repeat our position here. HEAF 1 s 
problems do npt; threaten the integrity of the nationwide 
Guaranteed Student Loan program, while we take these problems 
very seriously, analogies of this situation to the savings and 
loan crisis are quite simply inappropriate* We expect no "domino 
effect" from HEAF 1 s problems, and see no need for a federal 
"bailout" of guarantee agencies in general or HEAF in particular. 
We expect to resolve this matter in a manner that: (1) minimizes 
costs to the taxpayer; (2) assures orderly management of the -iEAF 
portfolio; and, (3) contributes to a stronger student loan 
program. As I have indicated before, this situation will not 
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affect the ability of students to obtain loans, of lenders to 
make those loans, or of guarantors to insure those loans. 

The Department is also taking steps to continue and enhance 
monitoring of other guarantee agencies with particular focus on 
their financial strength. This, too, is being done with the 
objective of ensuring the long term stability of the Guaranteed 
Student Loan programs. 

We also need to consider the reasons for HEAF 1 s financial 
problems, and the implications of this situation for program-wide 
improvement . 

Under the Guaranteed Student Loan programs administered by the 
Department, HEAF operates as the designated guarantor in 
Minnesota, West Virginia, Kansas, Nebraska, Wyoming, and the 
District of Columbia. It also operates as a national guarantor 
insuring loans in other states vhere a different agency is the 
designated guarantee agency. In 1989, HEAF insured loans worth 
$1.8 billion made by 1,147 lenders. HEAF insures loans made by 
lenders to students, pays lenders their insurance claims on 
defaulted loans, and services and collects these defaulted loans. 

It is clear that HEAF sought to be a large volume, national 
guarantor of student loans. In the mid 1980 's HEAF held a large 
large percentage ~ almost 65* — of its portfolio in proprietary 
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school students 1 loans. These loans have a higher default rate 
than loans of students in other sectors of postsecondary 
education. Thus, the portiolio of loans guaranteed by HEAF has a 
proportionately high default rate. 

With a portfolio of student loans with a high default rate, HEAF 
was paying out 100 percent for a default claim made by a lender, 
but receiving only 90 percent or 80 percent reimbursement from 
the Federal government. This, of course, can ultimately cause a 
cash flow problem* That is what happened to HEAF. 

HEAF realized the problem with its portfolio mix and tried to 
correct it. It discussed with us a number of options to alter 
its portfolio. However, the options it originally wanted to 
pursue would have violated the HEA . Finally, HEAF withdrew as a 
guarantor in 18 States in 1988. As a result, the proportion of 
proprietary school loans in its annual portfolio dropped from 59 
percent of its annual loan volume in 1988 tc 35 percent of annual 
loan volume in 1989, We expected that this adjustment of its 
portfolio mix would prevent financial difficulties for HEAF in 
the future* Indeed, despite its loss in fiscal year 1989, HEAF 1 s 
last annual report was extremely optimistic about its prospects. 
However, despite the attempt to reshape its portfolio, HEAF still 
hits the 80 percent reinsurance trigger — as a result of the 
earlier portfolio mix still being presented as default claims. 
Also, we now know ^hat when HEAF withdrew from the 18 States, it 
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lost a significant proportion of its loan guarantee volume, for 
which it receives guarantee fees from lenders. Thus, while its 
costs were still high, HEAF lost substantial revenue. Four weeks 
ago, the Department was notified by HEAF that it was facing 
serious financial problems and soon would be unable to continue 
to pay default claims presented by lenders* 

In the larger sense, HEAF 1 s current situation stems from the 
nationwide problem of defaults on student loans and the 
disproportionate concentration of that problem in the proprietary 
school sector- It is possible that HEAF acted imprudently in 
aggressively pursuing guarantees in that sector, but it is HEAF * s 
view that it was acting consistently with the purposes and 
requirements of the HEA* We are carefully examining whether 
there also may have been other HEAF practices that may have 
contributed to its problems* 

In order to understand better the serious problems that massive 
loan defaults yield in a case like that of HEAF, we need to take 
a look at the individuals behind these defaults* Who defaults? 
What do we know about student defaulters? We know from numerous 
recent studies that borrowers from low-income families are more 
likely to default than higher income borrowers. We know that 
many borrowers default because they do not enter jobs with 
incomes high enough to support the repayment of their educational 
costs* This is particularly true for students in short-term 
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programs, especially those who drop out before completing the 
program but, unfortunately, not before they are saddled with a 
debt to repay. As the borrower progresses through school and the 
length of the program increases, the likelihood of default drops. 
But far too many students are not academically prepared for 
postsecondary education; too many, particularly in short-term 
programs, drop out before completing their program* Looking at 
the projected workforce need in the Twenty-f irt" t Century, we know 
that almost half of all new jobs created will require some 
education beyond high school, and almost a third will be filled 
by college graduates. 

In the future, our Federal student aid programs must continue to 
serve students in both long- and short-term programs* But we 
must reduce the possibility that students, especially the needy, 
minorities, and those in shorter term programs, will drop out or 
default on their Federal student loans* In reducing these 
possibilities, we will both ensure continuing access to 
educational opportunity, shield the student borrower from the 
serious consequences of default, and protect the Federal taxpayer 
from the escalating costs of defaults. This must be done to 
restore public confidence in all of our Federal student aid 
programs : grant , loan , and work-study „ 

We have already begun this task. Shortly after becoming 
Secretary in 1988, I sought the views of the entire postsecondary 
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education community on the best ways to reduce student loan 
defaults. Through a "Dear Colleague" letter and a federal 
Register publication, I raised a list of detailed questions 
respecting the relative roles and responsibilities of lenders, 
guarantee agencies, educational institutions, and students. I 
did so because I believed that the public should have a full 
opportunity to comment on the costly and persistent default- 
problem before we proceeded to publish final regulations rased 
proposed rulemaking, issued shortly before I took office, that 
had generated over 1,200 responses. 

Our final regulations, published on June 5, 1989, carefully 
balance the responsibility of educational institutions for 
reducing defaults with the reality that we cannot make the 
problem disappear overnight. 

Among the major provisions of our June 1989 regulations were the 
following: 

— Schools with default rates above 60 percent may be 
subject to limitation, suspension, or termination 
(L,S&T) from the Federal student financial aid programs, 
with the highest allowable default rate decreasing five 
percent a year over four years to 4C percent 

— Schools with a 40-60 percent default rate must reduce 
the default rate by five percent per year or face LS&T 
action 
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Schools with default rates above 30 percent must delay 
disbursing loans to first-time borrowers until 30 days 
after the first day of class and must provide pro-rata 
tuition refunds to borrowers who drop out before the 
halfway point of a course of study, or in the first six 
months, whichever is earlier 

Schools with default rates above 20 percent must develop 
and submit default management plans to be approved by 
the Department to address causes of default by their 
students 

All schools must provide entrance counseling o fir^t- 
time borrowers, and 

All non-baccalaureate vocational programs that make a 
claim about their job placement rate, regardless of 
default rate, must compile and disclose consumer 
information to all prospective students, in luding 
program completion and job placement data. 



The Department also is taking other regulatory and administrative 
steps to address abuses by schools that contribute to high 
default rates. Thus, we have increased the number of program 
staff devoted to monitoring schools and the number of program 
reviews of schools- By Monday, regulations will be published 
authorizing emergency actions for revoking the eligibility of 
schools for serious abuses. Regulations also are being proposed 
to address inflated estimates by schools of the quantity of 
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education provided, and to address the conditions under which 
branch campuses may be eligible to participate in student aid 
programs. In addition, we are developing a plan to strengthen 
procedures for eligibility, accreditation, certification, and 
licensure under existing law. 

While these provisions cannot be expected to produce instant 
results, I am confident that, in combination with our legislative 
proposals , they represent a sol id foundation for making 
significant inroads toward saving the taxpayers considerable 
losses occasioned by defaults. These provisions will also help 
ensure that students will not unfairly suffer the consequences of 
default . 

In conjunction with the default initiative regulations, on June 
30, 1989, the Department submitted to Congress its legislative 
proposal, the "Student Loan Default Reduction Amendments of 
1989." This legislation, introduced in the Senate as S* 2029, is 
designed to strengthen our ability to hold individuals and 
institutions accountable for responsible performance of their 
duties under the student aid programs, thus helping to ensure the 
integrity of these programs. 

This bill includes provisions to require lenders to offer 
graduated repayment schedules to student borrowers, require high- 
default schools to use a pro-rata tuition refund policy for all 



13 




50 



student aid recipients, prohibit institutions from employing 
commissioned recruiters, and require that, in order to receive 
Federal student aid, any student admitted on the basis of 
••ability to benefit" (i.e., a student lacking a high school 
diploma or a GEO) must pass a test developed, administered, and 
graded by an independent organization. These provisions are 
designed to reduce defaults by protecting the student and by 
removing the incentive for abuse of che aid programs* Another 
provision of S. 2029 would enhance collection efforts by 
providing guaranty agencies with uniform, Federal authority under 
which to garnish the wages of student loan defaulters. 

Oniy two of the provisions in the Departments proposal have been 
enacted. The Omnibus Budget Reconciliation Act of 1989 included 
both the Department's provision clarifying the Secretary's 
authority to take emergency action against a lender or an 
institution when such action is necessary to prevent the misuse 
of Federal funds; and the Department's provision making an 
institution that loses its accreditation ineligible to 
participate in the student aid programs for 24 months (with some 
exceptions). In addition, S. 695, the Educational Excellence Act 
which was passed by the Senate earlier this year, contains a 
provision from our initiative prohibiting the employment of 
commissioned recruiters. We deeply appreciate your action on 
these provisions. 
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our Default Initiative, as comprehensive and as important as it 
is, however, is just the beginning of our efforts to maintain 
educational opportunity while simultaneously reducing defaults 
and their consequences for both defaulters and taxpayers. We 
have an opportunity to accomplish these objectives on an even 
broader scale in the upcoming HEA reauthorization. 

For the past thirteen months, the Department of Education has 
been carefully evaluating the HEA in order to propose a 
comprehensive scheme of amendments. We have held public hearings 
across the country and solicited and read reams of public 
comments. We have been seeking to identify problems within the 
Act, within our Federal postsecondary education programs, and 
within our system of postsecondary education, of which HEAF 
problems are only one extreme example. 

Studying problems will not be enough to reduce defaults, however. 
We all must do far more to ensure that the institutions to which 
students take their Federal student aid dollars will provide a 
quality education. Students and taxpayers both deserve no less. 
This means that States, accrediting agencies, and the Federal 
Government must do more, individually and together, to make sure 
that only truly high quality educational institutions will be 
able to open their doors to students who need Federal student 
aid. we must ensure that students do not enter low quality 
programs only to drop out, or graduate from poor quality programs 
to low paying jobs, with a large loan debt that they cannot 
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repay. We must also ensure that Federal grant monies are wisely 
spent at our postsecondary institutions. You will see in our 
reauthorization proposals a package of measures addressing State 
licensing, accreditation, and Federal program eligibility. 

Perhaps in th* pursuit of our worthy goal of providing our 
neediest students "access" to educational opportunity, we have 
no* fully faced the more difficult tasks of promoting retention, 
graduation, and achievement. As a result, many students have had 
access only to academic failure and default. We should open 
doors of educational opportunity only if they can lead to 
achievement and a quality education? we should open those doors 
to all students, without at the same time increasing the risk and 
cost of defaults. If this is the hard lesson that we are meant 
to learn from the problems that HEAF is facing, we could not be 
learning them at a more propitious time, as we approach the HEA 
reauthorization. I look forward to continue working with you to 
achieve these objectives. 

I will be pleased to answer any questions Members of the 
Subcommittee might have at this time. 
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FEDERAL STUDENT AID FACT SHEET 

1990-91 



Published by the U-& Department of Education 



This Fact Sheet offers some information about 
Federal student aid for students who want educa- 
tion or training beyond high school. But the Fact 
Sheet can t cover everything you need to know. For 
more information, contact the financial aid admin' 
istrator at the achool(s) you want to attend. You 
should also check your local public library for 
additional sources of financial aid. 

GENERAL INFORMATION 

The U.S. Department of Education offers the 
following major student financial aid programs: 




training offered. See your financial aid adminis- 
trator for more information. 

* Be enrolled as a regular student in an eligible 
program. A regular student is one who is enrolled 
in an institution to obtain a degree or certificate. 
An eligible program is a course of study that leads 
to a degree or certificate at a school that partici- 
pate* in one or more of the student aid programs 
described in this Fact Sheet. 

* Be enrolled at least half-time*— except for the 
campus-baaed programs (see page 6). 

* Be a U,S. citizen or eligible non-citiien. Check 
with your financial aid administrator for categories 
of "eligible non-citizen " 

* Make satisfactory academic progress.* 

* gign a statement of educational purpose/ 
certification statement on refunds and 
default.* 

* Sign an Anti-Drug Abuse Act Certification.* 

* Sign a statement of updated information.* 

* Sign a statement of registration status.* 



Grants are financial aid you don't have to pay 
back. Work-Study gives you the chance to work 
and earn money to help pay for school. Loans are 
borrowed money that you must repay with interest 



To be eligible to receive aid, a student must meet 
the following requirements: 

* Generally, have financial need. 

• Have a high school diploma, a GED, or demon- 
strate the ability to benefit from the program or 



inan<i:il Nocd 



Aid from most of the Federal student aid programs 
discussed in this Fact Sheet— except for PLUS and 
SLS loans (see page 10>— is awarded on the bams of 
financial need. The amount of aid you receive if 
you meet the eligibility requirements listed on this 
page depends on whether you and your family are 
considered to have financial need, 

The information you report on an aid application 
(see "Applying, page 2) is used in the formulas 
that calculate your need and eligibility 
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Eligibility for the Pell Grant Program it deter- 
mined by a formula and depends on a number 
called the ' Pell Grant Index (PGI) If this number 
is low enough, you're eligible for a Pell Grant. And 
the lower the number, the larger your award will 
be. If your PGI is higher than a certain number, 
you're not eligible. For more information on Pell 
Grants, see page 5. 

There isn't a minimum or maximum number in de- 
termining eligibility for the "cam pus- based" and 
Stafford Loan programs (see pages 6 and 8 for in- 
formation on these programs). Instead, your 
financial need is determined by the following 
subtraction; 

COST OF EDUCATION 
- PAMTl.Y CONTRIBUTION (FC) 
= FINANCIAL NEED 

COST OF EDUCATION— your educational 
expenses such as tuition, fees, room, board, books, 
supplies, transportation, child care, costs related to 
a handicap, and miscellaneous expenses. 

FAMILY CONTRIBUTION (FC)— the amount 
you and your family are expected to pay toward 
your education. This amount is determined by a 
standard formula somewhat different from that 
used for the Pell Grant Program. However, as is 
true for the Pell Grant Program, factors such as 
taxable and non- taxable income, assets (such as 
savings and the value of a home), and benefits (for 
example, unemployment or Social Security) are all 
considered in the calculation. You can get a book* 
let describing the FC formula in detail by writing 
to— Congressional Methodology, Department M~U, 
Pueblo, Colorado 81009-0015. 

Note that although need is determined by formula, 
the financial aid administrator can adjust — up or 
down— your Family Contribution (FC) or your c^at 
of education, if he or she believes your family's 
financial circumstances warrant it. However, the 
aid administrator does not have to make such an 
adjustment For more information on adjustments, 
see "Special Circumstances," page 3, or contact 
your financial aid administrator. 
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You can use any one of a number of forms if youll 
be applying for need-based Federal student aid 
other than a Pell Grant. Check with your school to 
find out which form to use. However, if you want 
to be considered for a Pell Grant as weil, you must 
use one of the six forms listed in the next column. 
2 



Your school may specify which of these forms you 
should complete if you also want to be considered 
for aid from non-Federal sources. You can get the 
application you need from your school. 

The following four forms are free: 

• The U.S Department of Education's "Application 
for Federal Student Aid" (AFSA) 

• The Pennsylvania Higher Education Assistance 
Agency's (PHEAA's) ' Application for Pennsylvania 
State Grant and Federal Student Aid" 

• CSX Technology's "Application for Federal and 
State Student Aid (AFSSAf 

• United Student Aid Funds' (USATs) "Singlcfile 
Form" 

The two for jis listed below collect extra informa- 
tion used in applying for non-Federal aid and 
charge for processing that information: 

• The American College Testing Program s Family 
Financial Statement" (FFS) 

• Hie College Scholarship Service's "Financial Aid 
Form" (FAF) 

If you apply using a form other than the U.S. 
Department of Education's AFSA and you want to 
be considered for Federal student aid, you must 
check a box to have your information forwarded to 
the Federal processing center. The box is in the 
middle of the form. 

For the Stafford Loan, PLUS, or SU5 programs, 
there are some additional steps you must take to 
apply. (See pages 8 and 10 for information on 
these programs.) 

Certain questions on your student aid application 
will determine whether you're considered depend- 
ent on your parents and must report their income 
and assets as well as your own (and your spouse's, 
if you're married), or whether you're independent 
and report only your own income (and thtt of a 
spouse). So be sure to answer the questions 
on your student flnancir 1 aid application 
carefully* You may have to prove later that what 
you reported is correct. 

NOTE: If you want to apply to more than 
one school, and those schools use different student 
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aid application*, you may not have to fill out more 
than one application. Instead, you may be able to 
um a abort form called a "Request for Information 
Transfer" (RID and have the information from the 
Federal portion of one application tent to another 
school of your choice. Check with the schools 
you're interested in to tee if you can fill out a RTT. 

Apply aa aoon aa poaaible niter January 1, 

1990. Send your application to the addreat given 
in your application booklet. It will take 4 to 6 
week* for your ap p lication to be processed, and 
you may have to confirm or correct information and 
return it for reprocessing. (See "Student Aid 
Report" below.) Repmoeeiing take* another 2 to 3 
weeks. Also, you may have to prove the informa- 
tion you reported is correct You need to complete 
each step in the process promptly, so that you don't 
miss any dsadaaas (see Deadlines," page 4>. 
Missing a deadline means you will lose out on 
student aid. 

If it's been more than 6 weeks since you applied 
and you haven't heard anything, you can check the 
status of your application by writing to the Federal 
Student Aid Information Center, P.O. Box 84. 
Washington. D C, 20044. 

When you write, make sure you include in your 
letter your full name, permanent address, Social 
Security Number, date of birth, and signature. 

Or, you can call the number for status checks given 
on page 4. 

055* NOTE: Aid from Federal programs is not 
guaranteed from one year to the next You must 
reapply every year. Also, if you change schools, 
your aid doesn't automatically go with you. Check 
with your new school to find out what steps you 
must take. 



Student Aid Itvport 



After you apply for Federal student aid, youll 
receive a Student Aid Report (SAR) in 4 to 6 weeks. 
The SAR will contain the information you gave on 
your application plus your Pell Grant Index (PGI) 
number, which determines your Fell Grant eligibil- 
ity, and your Family Contribution (FC) number, 
used in determining your eligibility for the cam- 
pus-based and Stafford loan programs. 

Make sure you review the information that a 
printed out on the SAR. This information must be 
correct before you can receive any Federal student 



aid. If you need to make any changes, make them 
on Part 2 of your SAR, which will be called either 
the Information Review Form or the Information 
Request Form. Sign the Certification statement on 
the beck of Part 2 and return Part 2 only to the 
address given on the back of Part 2. Youll receive 
a new SAR in 2 to 3 weeks. 

If all the information on your SAR is correct as it 
is, and you're eligible for a Pell Grant, submit all 
three) parte of the SAR to your financial aid 
administrator right away. Your aid administrator 
will use the information on your SAR to determine 
the amount of your Pell Grant. 

Even if your SAR says you're not eligible for a Pell 
Grant, contact your financial aid administrator. 
He or she may use the Family Contribution (FC) 
number on the SAR in determining whether you re 
eligible for other Federal student aid. 

If you have any trouble understanding what you're 
supposed to do after you get your SAR or how 
you're supposed to make corrections, your financial 
aid administrator can help you and can answer any 
questions you have. 

To request a copy of your SAR or to correct your 
address for the records, write to the agency where 
you sent your student aid application or write to 
the Federal Student Aid Information Center, P 0 
Boa 84, Washington, D.C. 20044. When you write, 
make sure you include in your letter your full 
name, permanent address. Social Security Num- 
ber, date of birth, and signature. 

You can aUo request a copy of your SAR by calling 
the number for duplicate requests given on page 4 
However, you can correct your address only by 
writing a letter. 
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Some students may have special financial consid- 
erations that can t be described adequately on an 
application If you feel you have special circum- 
stances that might affect the amount you and your * 
family are expected to contribute toward your 
education, see your financial aid administrator. 
Remember, for the campus-baaed and Stafford 
Loan programs, the aid administrator may adjust 
your cost of education or your Family Contribution 
(FC) if he or she feels your circumstances warrant 
it. For example, if you 'relieve the amount you and 
your family are expected to contribute toward your 
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education is too high, you can aak your aid admin- 
istrator to review your case. But remember, the 
aid administrator doea not have to make any of 
theae changea — there have to be very good reason* 
for doing ao. Alao remember that the aid adminis- 
trator's decision is final and cannot be appealed to 
the U.S. Department of Education. 

NOTE: The Pell Grant Program does not 
allow for individualized adjustments. However, 
there are certain special conditions that would 
make the family's financial circumstances worse in 
1990-91 than they were in 1989. If one of these 
conditions applies to you or your family, 
estimated 1990 income information will be used to 
calculate your Pell Grant eligibility, instead of 
1989 income. The conditions are death of a parent 
or spouse, separation or divorce, loss of a full-time 
job, or ioms of nontaxable income or benefits such as 
Social Security, child support, Aid to Families with 
Dependent Children (AFDC or ADC), welfare, or 
unemployment benefits. 

If you think you meet one of the special conditions, 
see your financial aid administrator. If you 
qualify, the aid administrator will explain what 
steps to take so that estimated 1990 income will be 
used. 



Deadlines 



MAY 1» 1991— Your student aid application 
must be received by this date. The application you 
611 out will contain the a ddress where your applica- 
tion must be sent. THERE ARE NO EXCEP- 
TIONS TO THIS DEADLINE. 

You should apply as soon after January 1, 1990, as 
you can. Schools often set deadlines early in the 
calendar year that students must meet in order to 
receive certain types of fundi, including those from 
the campus-baaed programs (see pages 6 through 8 
for information on theae programs). 

JULY 1, 1991, or your last day of enroll- 
ment in 1990-91, whichever comes first. This is 
the deadline for submitting your SAR to your 
school's financial aid office. Be sure you know your 
last day of enrollment in 1990-91 — it may be ear- 
lier than July 1. The earlier you can submit your 
SAR, the better, but you must turn it in by the 
deadline. 



There may be times when you have questions 
about your application, your SAR, or other Federal 
student aid matters, and you need an answer right 
away. If so, you may call one of the numbers below 
at the Federal Student Aid Information 
Center between the hours of IfcOO sun* and 5:30 
pjn. (Eastern Standard Time), Monday through 
Friday: 

1(800) 333-INFO (a tali-free number) 

The Information Center provides the following 

services at the toll-free number: 

• Helping you file an application or correct a SAR 

• Explaining the Request for Information Transfer 
(R1T) process 

• Checking on whether a school takes part in 
Federal student aid programs 

• Explaining student eligibility requirements 

• Mailing publications 

1 (301)729 9200 

You must call this number at the Information 
Center if you want to find out if your application 
has been processed, or if you want a duplicate 
Student Aid Report (SAR). Please note that you 
will have to pay for this call. The Center can 
not accept collect calls, 

1*(301) 369-0518 

If you are hearing-impaired, you may call this TDD 
number at the Information Center for help with 
any Federal student aid questions you may have 
This number is not toll free, and the Center cannot 
accept collect calls. 

If you have reason to suspect any fraud, waste, or 
abuse involving Federal student aid funds, you 
may call the following toll-free number. 

M800)-MIS-USED 

This number is the hotline to the U S. Department 
of Educations Inspector General's office You may 
remain anonymous, if you wish. 
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Stiiflrnt Kiulit-s 



Education after high school costs you time, money, 
and effort It's a big investment, and you should 
carefully evaluate the school you're considering. 
You have the right to know certain things about a 
school you're considering. To find out about a 
school, you need to— 

Check the achoora accreditation- Ask for the 

names of the school's accrediting and licensing 
organization*. You also have the right to ask for a 
copy of the documents describing the institution! 
accreditation or licensing. But don't assume that if 
a school is accredited that's all you need to know. 

Find out about the school's programs for 

youreeU. You have the right to ask a school about 
its programs, its faculty, and its instructional, 
laboratory, and other physical facilities (including 
what special facilities and services are available to 
the handicapped). 

Find out about financial aid* You have the 
right to ask the school the following: 

• What financial assistance is available, including 
information on ail Federal, State, local, private, 
and institutional financial aid programs. You also 
have the right to know how a school selects finan- 
cial aid recipients, 

• What the procedures and deadlines are for sub- 
mitting applications for each available financial aid 
program. 

• How the school determines your financial need 
This process includes how costs for tuition and 
fees, room and board, travel, hooka and supplies, 
and personal and miscellaneous expenses are 
considered in your cost of education. It also in- 
cludes the resources considered in calculating your 
need (such as parental contribution, other financial 
aid, assets, etc). You also have the right to know 
how much of your financial need, as determined by 
the school, haa been met and how and when you'll 
receive your aid. 

• How the school determines each type and 
amount of assistance you'll receive. You also have 
the right to ask the school to reconsider your aid 
"package" if you believe a mistake has been made, 
or if your enrollment or financial circumstances 
have changed. 



•How the school determines whether you're 
making satisfactory academic progress,* and 
what happens if you're not. Whether you continue 
to receive Federal financial aid depends, in part, on 
whether you're making satisfactory progress. 

• What the interest rate is on any student loan you 
may receive, the total amount you must repay, the 
length of time you have to repay, when you must 
start repaying, and what cancellation or deferment 
(postponement) provisions apply. 

• If you're offered a College Work-Study job (see 
page 7 for information on this program)— what 
kind of job it is. what hours you must work, what 
your duties will be, what the rate of pay will be, 
and how and when you'll be paid. 

• Who the schools financial aid personnel are. 
where they're located, and how to contact them for 
information. 

Understand your school's refund policy. You 
have the right to know what your schools policy is. 
If something happens and you never register for 
classes, or if you drop out of school within a short 
time after you start, you may be able to get a part 
of your educational expenses returned to you. But 
after a certain date, you won't get any money back 
Check with your school to find out what expenses 
you may have to pay if you drop out Keep in mind 
that if you receive Federal student aid from any of 
the programs mentioned in this Fact Sheet — other 
than College Work-Study— some or all of that aid 
will be returned to those programs. 

If you have a Stafford Loan or a Supplemental 
Loan for Students (SLS), or if your parents have a 
PLUS loan for you (see pages 8 and 10 for informa- 
tion on these programs), the school must explain 
its refund policy, in writing, to you and to all pro- 
spective students. The school must also make its 
refund policy known to students who are currently 
enrolled The school must include examples of how 
its policy applies and must explain the procedures 
you must follow to obtain a refund If the school 
changes its refund policy, it must make sure all 
students are made aware of the new policy. 

GRANTS* WORK-STUDY, AND LOANS 



W W (.rants 



A Pell Grant helps undergraduates pay for their 
education after hign school. For the Pell Grant 
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.-ro£ru~.. an uiia jrgraduuce is or*? who has net 
earned a bachelor a or first professional degree. (A 
professional degree would include a degree in such 
fields as pharmacology or dentistry, for example.) 

Eligibility for those who receive a Pell Grant for 
the first time is generally limited to 5 to 6 years of 
undergraduate study. For more information, see 
your aid a dmini strator 

For many students. Pell Grants provide a "founda- 
tion" of financial aid, to which aid from other 
Federal and non-Federal sources may be added. 
Unlike loans, grants don't have to be paid back. 

How do I qualify? 

You must be attending school at least half-time.* 

To determine if you're eligible, the Department of 
Education uses a standard formula, passed into 
law by Congress, to evaluate the information you 
report on your student aid application. The 
formula produces a Pell Grant Index (PGI) num- 
ber. Your Student Aid Report (see page 3) contains 
this number and will tell you whether you're 
eligible. 

The formula used to determine your Pell Grant 
Index (PGI) is too loug to be included here. How- 
ever, you can get a booklet that describes it in 
detail by writing to— Formula Book, Department 
M il, Pueblo, Colorado 81009-0015. 

How much money cam I get? 

Awards for the 1990-91 academic year (July 1, 
1990 to Juno 30, 1991) will depend on program 
funding. The maximum award for the 1989*90 
academic year was $2,300. How much you actually 
get will depend not only on your Pell Grant Index 
(PGI) number, but on the cost of education at your 
school, whether you're a full-time or part-time 
student, and whether you attend school for a full 
academic year, or less than that. 

When should I apply? 

The sooner, the better. Your 199091 application 
must be received at the address given o n your 
application no later than May 1, 1991. THERE 
ARE NO EXCEPTIONS TO THIS DEADLINE, 
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How will 1 be paid? 

You must submit all parts of your Student Aid 
Report (SAR) to your school by the deadline noted 
on page 4. Your school will then credit your award 
to your account, pay you directly, or use a combina- 
tion of these methods. 

The school must tell you in writing how and when 
you 11 be paid and how much your award will be 
You should acknowledge the school's notification in 
writing, for the school's records. Schools must pay 
at least once per term (semester* trimester, or 
quarter). Schools that do not use formally defined, 
traditional terms must pay at least twice per 
academic year. 

sUHftiDs^DO 

Supplemental Educational Opportunity 

Grants (SEOG) 
College Work-Study (CWS) 
Perkins Loans 

The three programs you 11 read about next are 
called "campus-based" programs because they're 
administered by the financial aid administrator at 
each participating school. Even though each 
program is different — SEOG offers grants. CWS 
offers jobs, and Perkins provides loans — they have 
these characteristics in common: 

* You can go to school less than half-time* and 
still be able to receive aid. 

* How much aid you receive from the campus- 
based programs depends on your financial need 
(see page 1), the amount of other aid you'll receive, 
and the availability of funds at your school. Un- 
like the Pell Grant Program, which provide* funds 
to every eligible student, each school participating 
in any of the campus-based programs receives a 
certain amount of funds for each program. When 

t hat money is gone, there are no more awards from 
that program for that year. 

* There's no one deadline for applying as there is 
for the Pell Grant Program — each school seta its 
own. But most deadlines are quite early in each 
calendar year. Be sure to check with the financial 
aid administrator at your school to find out what 
its deadlines are. You'll probably miss out on 
receiving aid from the campus-based pro- 
grams if you don't apply early! 
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What is ma SEOG? 



A Supplemental Educational Opportunity Grant 
\SEOG) is for undergraduates with exceptional 
financial need (with priority given to Pell Grant 
recipient*), and it doesn't have to be paid back. 

How much can I get? 

You can get up to $4,000 a year, depending on the 
restriction* noted on the preceding page. 

What's the difference between an SEOG and a 
Pell Grant? 

The Department of Education guarantees that 
each participating school will receive enough 
money to pay the Pell Grants of its eligible stu- 
dents. As noted on the preceding page, there's no 
guarantee every eligible student will be able to 
receive an SEOG. 

How will I be paid? 

Your school will credit your SEOG to your account, 
pay you directly, or use a combination of these 
methods. Schools must pay students at least once 
per term (semester, trimester, or quarter). Schools 
that do not use traditional terms must pay at least 
twice during the academic year. (There's one 
exception: If the total SEOG aid you receive is 
$500 or leas, the school may pay you just once 
during the year, if it chooses.) 



Colt<T<' Work Studs i( US> 



What is College Work-Study? 

The College Work^Study (CWS) Program provides 
jobs for undergraduate and graduate students who 
need financial aid. CWS gives you a chance to earn 
money to help pay your educational expenses- 
How much can I make? 

Your pay will be at least the current Federal 
minimum wage, but it may also be related to the 
type of work you do and the skills required. Your 
total CWS award depends on the restrictions noted 
on the previous page. 



How will I be paid? 

If you're an undergraduate, you'll be paid by the 
hour. If you're a graduate student, you may be 
paid by the hour or you may receive a salary. No 
CWS student may be paid by commission or fee. 
Your school will pay you at least once a month. 

Are College Work -Study jobe on campus or off 
campus? 

Both. If you work on campus, youTI usually work 
for your school. If you work off campus, your job 
will usually involve work that is in the public 
interest, and your employer will usually be a pri- 
vate or public non-profit organisation, or a local. 
State, or Federal agency. However, some schools 
may have a^eementa with private sector employ- 
ers for CWS jobs. 

Can 1 work as many hours aa I want? 

No. Your school sets your work schedule. In 
arranging a job and assigning work hours, your 
financial aid administrator will take into account 
your class schedule, your health, and your 
academic progress. And remember, the amount 
you earn can't exceed your total CWS award. 



Perkins Loans 



What is a Perkins Loan? 

A Perkins Loan is a low-interest (5 percent) loan to 
help you pay for your education after high school. 
These loans are for both undergraduate and gradu- 
ate students and are made through a school's 
financial aid office. Your school is your lender. 
You must repay this loan. 

Bow much can I get? 

Depending on the restrictions noted oi the previ- 
ous page, you may borrow up to — 

* $4,500 if you're enrolled in a vocational program, 
or if you have completed less than 2 years of a 
program leading to a bachelor's degree. 

* $9,000 if you're an undergraduate student who 
has already completed 2 years of study toward a 
bachelor's degree and has achieved third-year 
status. (This total includes any amount you 
borrowed under Perkins [or under the National 
Direct Student Loan Program, its former name! for 
your first 2 years of study ) 
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• $18,000 for graduate or professional study. (This 
total includes any amount you borrowed under 
Perkina/NDSL for your undergraduate study.) 

How will I be paid? 

After you sign a promissory note* agreeing to 
repay the loan, your school will either pay you 
directly or credit your account You'll receive the 
loan in at least two payments during the academic 
year. (There's one exception: If the total Perkins 
Loan you receive is $500 or less, the school may 
pay you just once during the year, if it chooses. ) 

When do I pay beck this loan? 

If you're attending at least half-time,* you have a 
"grace period" of 9 months after you graduate, 
leave school, or drop below half-time.* If you're a 
less-than- half- time* student, your grace period 
may be different Check with your aid 
administrator. 

If you borrowed under the old National Direct 
Student Loan (NDSL) Program on or after Octo- 
ber 1, 1980, your grace period ii 6 mouths. If you 
borrowed under that program before October 1, 
1980, your grace period is 9 months. 

At the end of your grace period, you must begin 
repaying your loan. You may be allowed up to 10 
years to repay. 

How much will I have to pay each month? 

The amount of each payment depends on the size of 
your debt and on the length of your repayment 
period. Usually, you must pay at least $30 par 
month. In special cases— for example, if you're un- 
employed or ill for a long period of time— your 
school may allow you to make payments that are 
less than $30 per month or may extend your repay- 
ment period. 

The following chart shows typical monthly pay- 
ments and total interest charges for three different 
5 percent loans over a 10-year period. 
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$4,500 
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$47.73 
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Can I defer (postpone) repayment of my 
Perkins Loan after I leave school? 

Under certain conditions, yea — as long as you're 
not in default.* However, deferments aren't 
automatic You have to apply for one through your 
school, using a deferment request form that you 
must get from your school. 

For information on what deferments are permis- 
sible under the Perkins Loan Program, see your 
financial aid administrator. 

ICsSr* NOTE: Even though you may have ap- 
plied for a deferment, you still must continue to 
make payments until your deferment is proc- 
essed. If you don't, you may end up in default.* 

Are there ever any cases where repayment of 
a Perkins Loan cam be cancelled? 

Yes, a few. For example, your loan will be 
cancelled if you die or become totally and perma- 
nently disabled. Your loan can be cancelled if 
you're a teacher (under certain circumstances)* or 
if you're a Head Start or a Peace Corps or VISTA 
volunteer. For more information, read your prom- 
issory note* or contact your financial aid adminis- 
trator. 



Stafford Loans 



What is a Stafford Loan? 

Stafford Loans are low-interest loans made to 
students attending school at least half-time** 
Loans are made by a lender such as a bank, credit 
union, or savings and loan association. Sometimes 
a school acts as a lender. These loans are insured 
by a guarantee agency in each State and reinsured 
by the Federal Government. You must repay this 
loan. 

For new borrowers* who receive loans for penods 
of enrollment beginning on or after July 1, 1988, 
the interest rate is generally 8 percent for the first 
4 years of repayment and 10 percent after that. 1 
For new borrowers* who took out a loan be- 
tween July 1, 1987, and June 30, 1988, the interest 
rate is 8 percent Students who are not new 
borrowers* should check their promissory 
note* for the interest rate. 



*S*« "Important T*rmi," pag*« 1 1 to 12, for a dtfirutton of tbi» 
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How much can I borrow? 

Depending on your financial need (see page 1), you 
may borrow up to — 

• $2,625 a year, if you're a first- or second-year 
undergraduate student. 

• $4,000 a year, if you have completed 2 years of 
study and have achieved third-year status. 

• $7,500 a year, if you re a graduate student. 

The total debt you can have outstanding as an 
undergiaduate is $17,250. This includes any 
amount you may have borrowed under the Guaran- 
teed Student Loan (GSL) Program— the former 
name for the Stafford Loan Program, The total for 
graduate or professional study is $54,750, includ- 
ing any Stafford Loans and GSL s made at the 
undergraduate level, 

U3f* NOTE: You can't borrow more than the 
cost of education at your school, minus any other 
financial aid you receive. 

Mow do I apply? 

You can get an application from a lender, a school, 
or your State guarantee agency After you fill out 
your part of the application, the school you plan to 
attend must complete its part, certifying your 
enrollment, your cost of education, your academic 
standing, any other financial aid you'll receive, and 
your financial need. 

When the school's portion of the application is 
completed, you or your school submits it to the 
lender you've chosen. If the lender agrees to make 
the loan and gets the approval of the guarantee 
agency, the lender will send the loan amount to 
your school. 

When should I apply? 

Since not every lender participates in the Stafford 
Loan Program, you should begin looking for one as 
soon as you're accepted by your school. After you 
submit your application to a lender and the lender 
agrees to make the loan, it usually takes 4 to 6 
weeks to get your loan approved by the guarantee 
agency, so give yourself as much time as possible to 
complete the application process. 



Bow will I be paid? 

Your lender sends your loan proceeds to your 
school. Your loan proceeds will be made payable 
either to you or to both you and your school. Your 
school will issue your loan proceeds to you in one or 
more payments. (In general, for longer periods of 
enrollment, the loan will be divided into two or 
more installments.) 

How can I find out who the lenders are in my 
State? 

Contact your State guarantee agency. It's the best 
source of information on the Stafford lx>an 
Program in your State. To find out your State 
guarantee agency's address and phone number and 
to find out more information about borrowing, call 
the Federal Student Aid Information Center (toll- 
free): 1(800) 333-INFO 

Is there any charge for making a Stafford 
Loan? 

Yes, there is an "origination fee ' of about 5 percent, 
which will be deducted proportionately from each 
loan disbursement made to you. The money is 
passed on to the Federal Government to help 
reduce the Government's cost of subsidizing these 
low-interest loans. 

Your lender mav also charge you an insurance 
premium of up to 3 percent of the loan principal. 
This premium must be deducted proportionately 
from' each disbursement. 

When do I pay back this loan? 

After you graduate, leave school, or drop below 
half-time,* you have a certain pehod of time 
before you have to begin repayment, called a grace 
period/ The length of this period depends on when 
you took out your loan, but it is usually 6 to 12 
months. Check your promissory note* or ask 
your lender what your grace period is. 

How much will I have to pay each month? 

The amount of each payment depends on the size of 
your debt and on the length of your repayment 
period. Usually, you'll have to pay at least $50 per 
month or $600 per year. Ask your lender what 
ynur monthly payments will be before you take out 
the loan, so you'll know what to expect 

*Se« "Important TYrm*. , it:- \2. Cot 
term. 
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The chart below shows cttimated monthly pay- 
ment* and total interest charge* for 8 percent/10 
percent loan* of varying amount** with typical 
repayment period*, 



Your school must give you a loan repayment sched- 
ule, which lets you know the due date of your Erst 
payment* and the number, frequency, and amount 
of all payments. 

Can I defer (postpone) repayment of my 
Stafford Loan after I leave school? 

Yes, under certain conditions, and as long as your 
loan is not in default,* However, deferments are 
* not automatic. For information on what defer* 
menu are permissible under the Stafford Loan 
Program, contact your financial aid administrator, 
your lender, or the guarantee agency in your State. 
If you believe you qualify, submit a written request 
for deferment to your lender. 

C55f* NOTE; Even though you may have 
applied for a deferment, you still must continue 
to make payment* until your deferment is proc- 
essed If you don't, you may end up in default.* 

Are there ever any cases where repayment of 
a Stafford Loan can be cancelled? 

Only if you become totally and permanently dis- 
abled, or if you die. However, if you serve as an 
enlisted person in certain selected specialties of 
the UJS. Amy, the Army Reserves, the Army 
National Guard, or the Air National Guard, the 
Department of Defense will, as an enlistment 
incentive, repay s portion of your Stafford Loan. If 
you think you may qualify, contact your recruiting 
officer. 
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What are PLUS and SUB loans? 



PLUS loan* are for parents who want to borrow to 
help pay for their children's education; Supplemen- 
tal Loans for Students (SLS) are for student 
borrowers. Like Stafford Loans, both these loans 
are made by a lender such as a bank, credit union, 
or savings and loan association, 

PLUS and SLS loans have variable interest rates, 
adjusted each year. For the 1989-90 award year, 
the interest rate was 12 percent. The interest rate 
for the 1990*91 award year will be determined in 
June 1990. The interest rate for each loan is 
shown on the promissory note,* signed by the 
borrower when the loan is made. 

Who can get a loan, and how much can they 
borrow? 

PLUS enables parents to borrow up to $4,000 per 
year, to a total of $20,000, for each child who is 
enrolled at least half-time* and is a dependent 
student (See page 2 for a discussion of dependent 
vs. independent students.) 

Under SIfl, graduate students and independent 
undergraduate* may borrow up to $4,000 per year, 
to a total of $20,000, Thi* amount is in addition 
to the Stafford Loan limits, (In exceptional 
circumstances, the financial aid administrator may 
authorise dependent undergraduates to apply for 
an SLS.) 

How does a PLUS or SLS borrower apply? 

The same way as for a Stafford Loan (see page 9). 
Unlike Stafford Loan borrowers, however, PLUS 
and SLS borrowers do not have to show need. 
However, like all borrowers, they may have to 
undergo a credit analysis. 

IGjjf* Note to SLS borrowers: Before you can 
receive an SLS, your school must determine your 
eligibility for a Stafford Loan and for a Pell Grant 
(if you're an undergraduate and your school partici- 
pates in the Pell Grant Program) If you're eligible 
for aid from either or both of those programs, the 
amount you're eligible for may affect the amount 
you can borrow under SLS: Under SLS — as under 
the Stafford Loan Program — you can't borrow more 
than the cost of education at your school minus any 
other financial aid you receive. 
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How will I be paid? 

If your parentts) takes out a PLUS loan for you. the 
leader sends the full amount of the loan proceeds 
in the form of a check directly to your parent* a). If 
you take out an SLS, the lender sends the loan 
proceeds to your school. Your loan proceeds will be 
made payable either to you or to both you and ycur 
school. Your school will issue your loan proceeds to 
you in one or more payments. (In general, for 
longer periods of enrollment, the loan will be 
divided into two or more installments.) 

Is there any charge for making a PLUS or an 
SLS? 

Your lender may charge an insurance premium of 
up to 3 percent of the loan principal. This pre- 
mium must be deducted proportionately from each 
loan disbursement made to you- There is no ongi* 
nation fee for these loans. 

When do my parents or I have to begin repay- 
ing these loans? 

PLUS and SLS borrowers generally must begin 
repaying both principal and interest within GO 
days* after the last loan disbursement. However, if 
a deferment applies (including a deferment for 
being in school), borrowers do not begin repaying 
any principal until the deferment ends. 

IBS* NOTE: You must continue to pay the 
intereit during a deferment period, unless the 
lender allows you or your parents to wait until the 
deferment ends to repay it. 

What are the deferments? 

SLS borrowers get the same deferments as Stafford 
Loan borrowers except that, as mentioned above, 
under SLS the deferments apply only to loan 
principal. PLUS deferments are much more 
limited and also apply only to principal. For infor- 
mation about specific repayment and deferment 
conditions, contact your financial aid administra- 
tor, your lender, or the guarantee agency in your 
State. 

D3f NOTE: Unlike Stafford Loans (see page 9), 
there are no grace periods for PLUS and SLS 
loans 



Are there any cancellation provisions? 

They're the same as for Stafford Loans — only for 
death or permanent and total disability after the 
loan is taken out 

If I borrow under more than one of the loan 
programs mentioned in this Fact Sheet, can I 
combine payments so I won't have to make 
several different ones? 

Yes, except for PLUS loans, all of the loans de- 
scribed in this Fact Shett are eligible for loan con- 
solidation." This is a plan that allows certain 
eligible lenders to pay off your existing student 
loans and to create one new loan. You're eligible 
for loan consolidation if you have loans totalling at 
least $5,000. You must be in repayment (or have 
entered your grace period) before your loans can be 
consolidated. The interest rate on the consolidated 
loan will be 9 percent or more, depending on the 
interest rates of the loans consolidated. The repay* 
ment period will be from 10 to 25 years, depending 
on the amount to be repaid. 

IMPORTANT TERMS 

Anti-Drug Abuse Act Certification: To receive 
a Pell Grant, you must sign a statement certifying 
that you will not make, distribute, dispense, 
possess, or use drugs during the period covered by 
the grant. Your 199091 Student Aid Report <SAR) 
will contain this certification statement although, 
in some cases, your school may ask you to sign in- 
stead a separate statement it has prepared. 

NOTE: Your eligibility for any of the pro- 
grams covered in this Fact Shett may be suspended 
or terminated by a court as part of a conviction for 
possessing or distributing drugs. 

Default: Failure to repay a student loan according 
to the terms agreed to when you signed a promis- 
sory note.* If you default on a student loan, your 
school, lender, State, and the Federal Government 
all can take action to recover the money, including 
notifying national credit bureaus of your default 
This may affect your future credit rating for a long 
time. AJso, you may be liable for expenses in- 
curred in collecting the loan. If you decide to 
return to school, you're not entitled to receive 
additional Federal aid or a deferment of your loan 
repayments Finally, the Internal Revenue Service 
may withhold your income Lax refund The amount 
of your refund will be applied toward the amount 
you owe. 
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Half-Time: At schools mens uring progress by 
credit hour* and academic term* (semester*, 
trimesters, or quartan), "half-time" means at least 
6 semester hours or quarter hours per term. At 
schools measuring progress by credit hours but not 
using academic terms, "half-time" means at least 
12 semester hours or 18 quarter hours per year. At 
schools measuring prog i ess by dock nours, "half- 
time** means at least 12 hours per weak. Note that 
schools may choose to set higher ^"*«»"«* than 
these. Also, Stafford Loan, PLUS, and SIS re- 
quirements may be slightly different 

You must be attending school at least half-time to 
be eligible to receive a Pell Grant, Stafford Loan, a 
PLUS, or an SLS. Half-time enrollment i* not e 
requirement to receive aid from the Supplemental 
educational Opportunity Grant, College Work- 
Study, and Perkins Loan programs. 

New Borrower! A term that applies to the Staf- 
ford Loan, PLU3, or SIS programs. You're a "new 
borrower" under these programs if you had no 
outstanding (unpaid) Stafford Loans, PLUS, SIS, 
or consolidation loans on the date you signed your 
promissory note, and if your loan was either 
disbursed on or after July 1, 1987, or was for a 
period of enrollment that began on or alter July 1, 
1987, Once you qualify as a new borrower, the 
loan conditions thaw apply Co "new borrowers" 
automatically apply to any future Stafford Loans, 
PLUS loans, or SLS loans you may receive, 

Promieeory Note: The legal document you sign 
when you get a student loan. It lists the conditions 
under which you're borrowing and the terms under 
which you agree to pay back the loan. It's very 
important to READ AND SAVE your copy of this 
document because youll need to refer to it later 
when you begin repaying your loan. 

Satisfactory Academic Progress: To be eligible 
to receive Federal student aid, you must be main- 
taining satisfactory academic progress toward a 
degree or certificate. You must meet your schools 
written standard of satisfactory progress. Check 
with your school to find out what its standard is. 

If you received Federal student aid for the first 
time on or after July 1, 1987 and you're enrolled 
in a program that's longer than % years, the 
following definition of satisfactory progress also 
applies to you: You must be maintaining a "C" 
average by the end of your second academic year of 
study, or have an academic standing consistent 
with your institution's graduation requirements. 

12 



You must continue to maintain satisfactory 
academic progress for the rest of your course of 
study. 

Statement of Educational Purpoee/Certirlca 
Hon Statement on Refunds and Default: You 
must sign this statement m order to receive Fed* 
oral student aid. By signing it, you are stating that 
you do not owe a refund on a Pell Grant or SEOG, 
and you are not in default on a Parkins Loan, 
Stafford Loan. PLUS, or 813, You're also agreeing 
to use your student aid only for education-related 
expenses. Part 1 of the 1990-91 Student Aid 
Report (SAR) contains such a statement. You must 
sign either this one or a similar one prepared by 
your school. 

Statement of Registration Status: If you're 
required to register with the Selective Service, you 
must sign a statement indicating you have done so 
before you can receive any Federal student aid 
This requirement applies to males who were born 
on or after January 1, I960, are at least 18, are 
dtixens or eligible non-citizens, and are not cur- 
rently on active duty in the Armed Forces. (Citi- 
zens of the Federated States of Micronesia, the 
Marshall Islands, or the Trust Territory of the 
Pacific fPalaul are exempt from registering.) 

Part 1 of the 1990-91 Student Aid Report contains 
a statement of registration status. If you are 
required to register, you must sign either that 
statement or a similar one prepared by your school. 
(Some schools requite all students to sign a state- 
ment, indicating that they either have registered 
with the Selective Service or are not required to do 
to.) 

Statement of Updated Information: You must 
sign a statement certifying that certain Student 
Aid Report (SAR) items are correct at the time you 
submit your SAR to your achool. If information for 
any of those items changes after you submit your 
application, you must update the information so 
that it's correct on the date you sign your SAR 
Otherwise, you won't be able to receive Federal 
student aid Read the Statement of Updated 
Information on the back of Part 1 of your SAR for 
the information that must be updated 

CSSf* NOTE: The only exception to the require- 
ment to update is when changes occur because 
your marital status changes. In that case, you 
cannot update. 
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* QUESTIONS ABOUT ^ « 
. STUDENT AID? 



f 



call the 



FEDERAL STUDENT AID 
INFORMATION CENTER 




TOLL-FREE 
l-(800)-333-INFO 

9:00 a.m. — 5:30 p.m. 
Eastern Time 

Mon-- Fri. 
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ROLE OF GUARANTOR IN GSL PROGRAM 



Student 



Loan 
Servicer 



Lender 
(Banks) 



(Contractors service 
loans for lenders.) 



Secondary Market 



(Lender may sail loans to a 
secondary market, such aa 
Studant Loan Marketing Asso- 
ciation.) 



Guarantee Agency 
(HEAF and others) 



(Guarantee Agency Insures the 
loan, paya 100% o! default to 
holder of a property made and 
serviced loan.) 



Department of 
Education 



(ED rainsurss the loan. Reimburses tha 
guarantee agency for Its Insurance 
paymenta to lenders, at specified ratas. 
Reimbursement rale is 100%, but drops 
to 90% when, m a fiscal year, reinsur- 
ance payments exceed 5% of the guar- 
antee agencfe Insured loene, and to 
80% when such paymenta exceed 9% of 
the agency's Insured loans* New guar 
antee agenclea receive e uniform 100% 
reinsurance rate for their first five 
yeare.) 



71 



67 



HEAF INDEBTEDNESS 

(Estimates as of September 30, 1990, $ in millions) 



HEAF 




ERIC 
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Senator Pell. We now come to Mr. Richard Hawk, who is the 
chief executive officer of the Higher Education Assistance Founda- 
tion, HEAF. Thank you very much for being with us. 

There is a roll call vote going on, so I would suggest that we go 
off to that and come right back. Mr. Hawk, if you could place your- 
self at the table, we will be back. 

[Recess.] 

Senator Pell. The subcommittee will come to order. I regret 
these interruptions, but there is no avoidance of them with the roll 
call votes going on. 

Our next witness is Mr. Richard Hawk, the chairman of the 
board and CEO of HEAF, the Higher Education Assistance Founda- 
tion. We welcome you here and look forward to hearing from you. 

STATEMENT OF RICHARD C. HAWK, CHAIRMAN, HIGHER 
EDUCATION ASSISTANCE FOUNDATION, OVERLAND PARK, KS 

Mr. Hawk. Thank you very much, Mr. Chairman. 

As you know very well, the Higher Education Assistance Founda- 
tion has been a participant in the effort to meet the needs of stu- 
dents through loans to assure access to postsecondary education for 
the past dozen years. That has been a distinct privilege for us to 
participate in that process. After all, it is through access to postsec- 
ondary education in this Nation that we provide for social mobility, 
that we provide for individual opportunity, that we transmit the 
cultural heritage, that we create the opportunity for individuals to 
make the most of themselves and live richer, fuller lives. And it 
has been a distinct pleasure for us to participate with you in some 
small way in making that educational opportunity available to the 
citizens of this Nation. 

I must also say that throughout this process we have been abso- 
lutely delighted with the support of the Congress, the leadership of 
this committee, the commitment of the chairman of this commit- 
tee. I know you have had a long-standing ideal in terms of making 
14 years of postsecondary education generally available to the pop- 
ulation. We have shared that goal with you. 

I think you know, Mr. Chairman and Senator Kassebaum, that 
the Higher Education Assistance Foundation has been committed 
to full access, that the Foundation has done more than that, even, 
in that the Foundation has made a special effort to meet those 
needs of uiose populations who have had a particular problem in 
obtaining access to postsecondary education. And you will recall 
our special efforts to provide assured access to programs for the 
United Negro College Fund institutions where there was a prob- 
lem, to the LULAC organization, to a number of geographical 
areas, and certainly to the Nation's vocational schools where access 
to loans has not always been generally available as it has been to 
students attending 4-year institutions. 

Unfortunately, Mr. Chairman, as we have sought diligently to 
meet the needs of those students and to cover and fulfill the obliga- 
tion with respect to those pockets of access difficulties, we have 
been the victim of an adverse selection or an imbalance in portfolio 
which is difficult for an organization to manage, given the limita- 
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tions on a guarantee agency with respect to sources of revenue to 
obtain reserves to cover defaults on loans. 

As you know, the Higher Education Assistance Foundation expe- 
rienced a loss of some $54 million in fiscal year 1989. We experi- 
enced a budget deficit. As you also know, the Higher Education As- 
sistance Foundation has continued to take heavy losses during 
fiscal year 1990, and those losses are as a result of the high concen- 
tration of trade school loans which emerged in the Foundation's 
portfolio during the past several years. 

In 1986, we recognized that as our total volume continued to in- 
crease, vocational loans were increasing at a more rapid rate than 
other types of loans. That is a problem for a guarantor because the 
default rate on borrowers in vocational and trade schools is higher 
than the default rate among students who attend 4-year institu- 
tions. 

I want to be quick to add, Mr. Chairman, that that does not nec- 
essarily mean that there is something wrong with the Nation's vo- 
cational and trade schools. There have been some abuses. But I 
think there is an inherent difference in the default rate which will 
be with us probably forever, as we move from one category of bor- 
rower to another category of borrower. 

It is a fact that trade schools serve a larger segment of low- 
income students than do 4-year colleges and universities. It is a 
fact that a number of trade schools are located in inner cities 
where the problem is particularly difficult, and there are a number 
of circumstances which causes there to be an inherent difference in 
the default rate among types of institutions. But the point is the 
Higher Education Assistance Foundation, having achieved a peak 
in volume in 1987 of $3.3 billion annual volume, got into a situa- 
tion where 70 percent of that volume was not to students attending 
4-year institutions but was to students attending shorter-term 
school. With only 30 percent of the loans being originated going to 
students attending 4-year institutions, we experienced the kind of 
portfolio imbalance which a guarantor cannot handle given the 
limitations on a guarantor witn respect to sources of revenue. 

As you know, Mr. Chairman, for good reason, there is a limit of 
three percent on the guarantee fee which a guarantor may charge 
for guaranteeing a loan. That serves a good purposes. It stops guar- 
antors from charging an exorbitant fee. It has a negative ramifica- 
tion, however, for a guarantor which has an imbalance in its guar- 
antee portfolio. One cannot collect three percent, guarantee loans 
which default at the rate of 50 percent, and stand 20 percent of the 
cost of those 50 percent defaults. I don't care what kind of arithme- 
tic you use. The three percent that you charge is not sufficient to 
cover the defaults which you have to bear under that kind of cir- 
cumstance. 

Now, if there is adequate mutualization in the Guaranteed Stu- 
dent Loan program — that is, if all guarantors have a balanced port- 
folio with the same proportion of 4-year borrowers — community col- 
lege borrowers, vocational school borrowers, the program works 
pretty well. The three percent then is adequate to cover the risk. 

When you get into a situation where there is maldistribution, 
where there is adverse selection, or where there are differences in 
the mix of the portfolio guaranteed by individual guarantors, prob- 
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lems are created. Some guarantors with a profitable portfolio come 
out very well. They become profitable organizations and accumu- 
late excess funds. Other organizations which serve a higher propor- 
tion of higher risk loans have great difficulty. They end up with a 
shortfall. You have in that situation an absence of the mutualiza- 
tion of the risk which is necessary in order for the program to 
function effectively when you have a limitation on the amount 
which the insurer can charge in order to cover the risk. 

Now, there are a number of possible solutions to this problem. 
One obvious possible solution simply is to remove the limitation on 
the guarantee fee so that the guarantor has the opportunity to 
charge whatever is necessary in order to cover the risk for the kind 
of portfolio which is being guaranteed. That obviously has some 
disadvantages. 

There are other kinds of alternatives in terms of changing the 
reinsurance formula. As you know, Mr. Chairman, reinsurance for- 
mula penalizes an organization which serves a high-risk popula- 
tion. If you serve a low-risk population, you get 100 percent rein- 
surance. If you serve a high-risk population, you get only 80 per- 
cent reinsurance. You have to figure out some way to make up the 
shortfall. 

Well, Mr. Chairman, those are the kinds of problems that the 
Higher Education Assistance Foundation have been grappling with 
in attempting to continue with respect to its responsibility to assist 
you in providing access for the Nation's youth with respect to post- 
secondary education. If I may say, Mr. Chairman, I am, indeed, 
proud of the way in which our staff has performed in managing 
this very difficult situation, and I want to commit to you that we 
will continue to do everything that we can to come to a satisfactory 
resolution. We are paying default claims, and we will make every 
effort to continue to provide the highest level of service that we 
can possibly provide. 

But I think you now understand that it is that maldistribution, it 
is that portfolio mix, it is that adverse selection, the lack of oppor- 
tunity to modify revenue to cover defaults which creates the prob- 
lem which we are experiencing. 

Thank you. 

Senator Pell. But you mentioned, Mr. Hawk, the maldistribu- 
tion. That was a question of judgment. How did you come to make 
the judgment that you would accept 70 percent proprietary or tax- 
paying schools? 

Mr. Hawk. Mr. Chairman, Senator Kassebaum, the guarantor 
does not on an individual basis make a decision with respect to 
which loans are going to be guaranteed. A guarantor has a rela- 
tionship with lenders. It is the lender who decides which loans 
should be made. The guarantor has an obligation to make every 
loan which is presented to it under a legitimate lender agreement, 
provided that that loan is eligible under the terms of the program. 
The guarantor does not make an individual decision with respect to 
individual loans to be guaranteed. 

I will say to you, Mr. Chairman, that the Higher Education As- 
sistance Foundation is guilty of having been responsive to provid- 
ing the guarantee for populations which are high-risk populations. 
The Higher Education Assistance Foundation I think also made an 
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error in judgment because the Higher Education Assistance Foun- 
dation did not understand at the outset that once we started guar- 
anteeing loans for students attending a particular institution that 
there was no circumstance under which we could stop guarantee- 
ing loans for students attending an institution, unless we found 
some program violation at that institution. We learned that when 
we attempted to withdraw. 

I must say for the benefit and defense of the actions of the De- 
partment of Education that the Department of Education was re- 
sponsive in coming up with the plan under which by withdrawing 
from an entire State we then could stop guaranteeing loans for 
some high-default institutions located in those States. But that so- 
lution was a bit long in coming, and that is, in my judgment, if I 
may, Mr. Chairman, a very cumbersome way in which for a guar- 
antor to have the opportunity to deny guaranteeing some types of 
loans, to have to withdraw from an entire State in order not to 

Senator Pell. I still don't think you answered my question, 
which is, to simplify it, why did HEAF take in so much more high- 
risk paper than did other similar guarantee agencies around the 
country? 

Mr. Hawk. Mr. Chairman, HEAF does not have an opportunity, 
as loans come in, to make a decision as to whether or not the indi- 
vidual loans should be guaranteed unless the loan is ineligible 
under the criteria established under the program. It is the lender 
who decides which loans should be originated. HEAF had agree- 
ments with a number of lenders who, at their choosing, elected to 
originate high volumes of loans to students attending vocational 
schools. 

I must say, Mr. Chairman, at some points in time, we in effect 
aided and abetted that. We encouraged lenders to meet the needs 
of all students, to provide total access, and to serve all segments of 
the population. So we are not without guilt with respect to that. 

We did not anticipate that the volume of loans to trade school 
students would increase at the very rapid rate which it increased 
in our portfolio. We didn't, in all honesty, frankly, at the time we 
were doing it quite understand that when it began to increase so 
much and we wanted to slow it down, that there were no mecha- 
nisms at our disposal to do it. 

Senator Pell. But why would this same phenomenon not have 
occurred in other parts of the country? Why is it HEAF is the one 
that stands out as being most in trouble? 

Mr. Hawk. Well, Mr. Chairman, I should point out that it is not 
a geographical difference. As you know, the Higher Education As- 
sistance Foundation guarantees nationwide. So it is not something 
peculiar to a geographical area. 

The answer as to why we have a higher concentration of voca- 
tional loans than other guarantors is a complex one, indeed. There 
is competition, frankly, for the more profitable guarantees, guaran- 
tees to students attending 4-year institutions. There is not the 
same kind of competition for students attending trade schools 
where the default rate is higher. Because the default rate is higher, 
trade school loans are not very attractive loans for a guarantor to 
receive. So that competition doesn't exist there. So I think we suf- 
fered from a lack of competition for trade school loans. 



Second, I am not at all bashful about saying I think the quality 
of service provided by die Higher Education Assistance Foundation 
is superior. We pxovide good turn-around time. We are very de- 
pendable for institutions, and I think there were a lot of institu- 
tions and a lot of vocational schools and lenders serving vocational 
schools who wanted to take advantage of the services which the 
Foundation can provide. 

Senator Pell. In 1987, I attached a measure to the education 
part of the trade bill that would have permitted guarantee agencies 
to withdraw their guarantees for any schools, educational institu- 
tions with default rates in excess of 25 percent; in other words, 
knock them out completely. Had the House agreed to this provi- 
sion, would we be in this situation we are today? 

Mr. Hawk. Mr. Chairman, had the House agreed to that provi- 
sion, we would have been in a position to withdraw our guarantee 
from institutions more easily than we certainly can under the 
present rules- That certainly would have eased the situation. 
Whether or not it would have completely solved the problem de- 
peLvls upon the timing when it was actually implemented. But it 
certainly would have gone a long way. 

Senator Pell. As pointed out in the earlier testimony, of the 
2,000-odd institutions, only 20 have been responsible for a high pro- 
portion of the defaulted loans, and those, it would seem to me, 
would have been knocked out by this 25 percent rule. Wouldn't 
that be correct? 

Mr. Hawk. I agree with that, Mr. Chairman. 

Senator Pell. Do you see a comparison between this and the 
S&L crisis? 

Mr. Hawk. I do not, Mr. Chairman. The only similarity that I 
see is that there is an institution, the Higher Education Assistance 
Foundation, that has had two fiscal years now of experiencing 
losses. That does not create the kind of nationwide industry crisis 
that we see in the S&L program. I think this is a manageable prob- 
lem, and I don't think there is any reason for any kind of panic or 
automatic suggestion that somewhere this has something to do 
with the S&L crisis. 

Just the fact that S&L's are having difficulties, everybody auto- 
matically now, when they see some kind of problem, assumes or is 
fearful that might be similar. I don't think it is. 

Senator Pell. Are you keeping up your due diligence standards 
at this time in this period of crisis? 

Mr. Hawk. Indeed, we are, Mr. Chairman. 

Senator Pell. Is it correct that you cut and mailed $37 million in 
checks before Sallie Mae afforded you the $200 million loan? 
Mr. Hawk. I am sorry, Mr. Chairman. 

Senator Pell. Did you cut and mail $37 million in checks before 
Sallie Mae agreed to forward up to $200 million to you last week? 

Mr. Hawk. Mr. Chairman, we did not. If I understand what you 
are referring to, we did put in the mail checks for payment of de- 
fault claims in approximately that amount — I think it was $35 mil- 
lion, something like that — after having signed a new lending agree- 
ment with the Student Loan Marketing Association for the ad- 
vance of the funds equal to that. Thot , funds had not as yet been 
advanced on the day that we put those checks in the mail, but we 
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checked very clearly under Minnesota law— because it was Minne- 
sota where they were mailed from— and it was very clear under 
the law of that State that you are entitled to go ahead and mail 
checks under that circumstance where you have a definitive agree- 
ment for funds to be provided immediately thereafter. 

Senator Pell. Thank you. 

Senator Kassebaum. 

Senator Kassebaum. Thank you, Mr. Chairman. 

Mr. Hawk, I would like to walk through some of this a bit to fur- 
ther my understanding. When you get from a bank, say, or a 
lender a request to cover their loans, if it is a Kansas lending insti- 
tution, you are required to take those loans; is that correct? 

Mr. Hawk. Senator Kassebaum, as the designated guarantor, the 
Higher Education Assistance Foundation has a legal obligation to 
guarantee all loans in the State of Kansas, in the State of Minneso- 
ta, in the State of Wyoming, in the State of West Virginia, and in 
the District of Columbia. That is correct. 

Senator Kassebaum. Because you are the designated guarantee 
agency in the District of Columbia? 

Mr. Hawk. That is correct. In addition to that, Senator Kasse- 
baum, if I may, once we enter into a lender agreement with a 
lender, even if they are outside of those States, once we have the 
lender agreement in place we are obligated to guarantee loans 
made by the lender, as long as the individual loan is eligible under 
the rules of the program. 

Senator Kassebaum. But you just recently— I don't know how 
long ago — removed yourself from 18 States. 

Mr. Hawk. That is correct, Senator. 

Senator Kassebaum. Because you weren't the designated agency 
in those states? 

Mr. Hawk. We were not the designated guarantor there, and the 
only way that we could stop guaranteeing for some high default in- 
stitutions, where we were getting a dramatic imbalance in loans 
from some States, was to withdraw entirely from those States. And 
we did that in July of 1988. 

Senator Kassebaum. Now, any agency that is not a designated 
guarantor has greater latitude as far as what they can accept or 
reject? 

Mr. Hawk. Senator, I have to be very careful here because we 
have had differences of interpretation with the Department of Edu- 
cation, and over time, we have come to have a different conception 
of how much flexibility a guarantor has. My present understanding 
is that once a guarantor has started guaranteeing loans or provid- 
ing service to any lender or any school, the guarantor may not 
withdraw service from that lender or school unless it withdraws 
completely from the State in which that lender or school is located. 

As I understand the rules, prior to beginning to provide > rvice 
to any lender or a school, the guarantor has full discretion so long 
as they are not the designated guarantor. My understanding based 
on the department interpretation of the law is that once a guaran- 
tor agrees to guarantee loans for any lender or any school any 
place, the guarantor has to continue with that service unless, 
through LS&T procedure — limitation, suspension, and termination 
procedure — the agency is able to identify program violations which 
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permits a termination, or unless the guarantor withdraws com- 
pletely from that, as the department calls it, area of service, which 
means withdraws completely from that State. 

So in the first instance, if you are the designated guarantor, you 
have an obligation to guarantee all loans in that State which are 
eligible. In the second instance, outside of the State in which you 
are the designated guarantor, once you begin guaranteeing for a 
school or for a lender, you are obligated to continue doing so in the 
absence of a program violation unless you withdraw completely 
from the State in which that lender or school is located. That is my 
understanding of the current interpretation of the Federal law. 

Senator Kassebaum. What is the advantage in being the desig- 
nated guarantor? 

Mr. Hawk. Senator Kassebaum, at one time there was the ad- 
vantage that some Federal Reserve advances were made availrble 
to the guarantor. The Higher Education Assistance Foundation did 
receive some Federal Reserve advances in States where it was the 
designated guarantor, as every other guarantee agency dees. The 
Higher Education Assistance Foundation voluntarily returned all 
those Federal advances in I think 1983. Subsequent to that, all 
guarantors have been required to return Federal Reserve advances. 
Once there are no longer any Federal Reserve advances, the only 
advantage to being the designated guarantor that I know is purely 
cosmetic. 

Senator Kassebaum. Now, a lender must take all student loans 
within their lending State. Let's say a bank in Kansas would be re- 
quired to take all student loans from Kansas students? 

Mr. Hawk. Senator, I do not think that is true of an individual 
lender. I think individual lenders have some discretion with respect 
to the volume of loans that they wish to originate, and they have 
some discretion with respect to individual loans. They have to be a 
little careful about discrimination. But aside from that, there is no 
requirement that a commercial lender make all of the loans for 
which applications are presented to it. 

There is a requirement that every State have a last resort guar- 
antor. In the State of Kansas, that is the higher education loan 
program of Kansas. There is a requirement that if the last resort 
lender does not make all loans which are not made by commercial 
lenders, then the guarantee agency must not only guarantee but 
also make loans to students remaining in need. 

Senator Kassebaum. Well, for instance, it is my understanding 
that Chase Manhattan Bank does not make any student loans for 
proprietary schools; is that correct? Or do you know? 

Mr. Hawk. Senator Kassebaum, there are a number of lending 
institutions which have elected not to make loans to trade school 
students. 

Senator Kassebaum. That is right. That is just one example. 
Mr. Hawk. That is one example. 

Senator Kassebaum. So what that means is, of course, there is a 
greater burden of loans which may or may not be necessarily the 
blue ribbon loans that have to be taken care of somewhere? 

Mr. Hawk. That is correct. 

Senator Kassebaum. Let me ask you what happens in your situa- 
tion or in any of the other guarantee agencies, with the paper that 
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you hold at the beginning of the new fiscal year. What happens 
then in the evaluation of one's default ratio? Does that stay the 
same year after year, or is it recalculated? 

Mr. Hawk. Senator, at the beginning of every year, there is a re- 
calculation. The formula is loans which default in a year divided by 
the original principal amount of loans in repayment at the end ot 
the previous year. So at the beginning of each fiscal year, a guaran- 
tor starts over with 100 percent reinsurance until the defaults, 
based on that formula, equal 5 percent. Then it goes to 90 percent 
for the next 4 percent, then to 80 percent thereafter. So the higher 
the number of defaults, the less the Federal reinsurance. 

Senator Kassebaum. Well, I understand that, but right now you 
are getting about 80 percent reinsured. 

Mr. Hawk. That is correct. 

Senator Kassebaum. I assume your loan situation won t change a 
lot between now and October 1. Certainly, it is a difficult situation 
which the Department of Education said will be resolved. But it it 
isn't resolved, by October 1, the beginning of the new fiscal year, 
you start all over again with 100 percent reinsurance? Would that 
not foe corrects 

Mr Hawk. That is correct, Senator. Right now, for the State of 
Kansas, we are not submitting any default claims to the Depart- 
ment of Education for reimbursement. The reason we are not is be- 
cause we would suffer the 20 percent shortfall which we couldn t 
handle right now. October 1, or actually before October 1, after 
about the middle of September, we will submit those claims, and 
they will be counted toward the next fiscal year. And tor a bnet 
period of time, we then will have 100 percent reinsurance again 

Senator Kassebaum. Mr. Chairman, if I may follow this line just 
a moment. 

Senator Pell. Please. 

Senator Kassebaum. I suppose on paper you could make the ar- 
gument, then, if you can just sit on this until October 1, you are 
okay. 

Mr. Hawk. That is true, Senator. 

Senator Kassebaum. Am I misreading that? 

Mr. Hawk. That is true, Senator, temporarily. But then, ot 
course, we very soon will get back into less than 100 percent again. 

Senator Kassebaum. Well, I know. I am not arguing that solves 
the problem. I am just saying it seems to me that it confuses the 
issue. 

Mr. Hawk. It confuses the issue. . 

Senator Kassebaum. Particularly in any guarantee agency right 
now that may be in an uncertain situation. 

Mr Hawk. Senator, it does confuse the issue. I would like to say 
for the benefit of the peace of mind of those who are concerned 
about paying default claims, as long as we have m place a credit 
facility which we now have with the Student Loan Marketing Asso- 
ciation—they have just agreed to provide some additional funding 
in their credit facility. As long as we have in place a credit facility 
to help us with liquidity, we are not in any jeopardy of not paying 
default claims between now and the end of the fiscal year. Certain- 
ly, as you suggest, at the beginning of the fiscal year, then on some 
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portion of those claims we hold we will once again get 100 percent 
reinsurance. 

If we had sufficient liquidity and opportunity to work through 
this thing where we have this large bulge of higher-risk, high-de- 
fault paper moving through the Foundation's portfolio, long-term 
we would have a pretty good situation because, as we withdrew 
from 18 States and took some other steps in order to change the 
mix in our portfolio — which unfortunately meant denying access to 
some students. But as we did that, we turned the mix around com- 
pletely. So right now in the volume which we are generating, 70 
percent is to students attending 4-year institutions. That is quite a 
viable situation long-term, but we still have the bulge of defaults 
from that high concentration of trade schools which we guaranteed 
particularly 1986, 1987, and 1988. 

Senator Kassebaum. Thank you very much. 

Senator Pell. Thank you. Thank you very much for being with 
us, Mr. Hawk. 

[The prepared statement of Mr. Hawk follows:] 
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STATEMENT 



Richard C. Hawk, Chairman, 
Higher Education Assistance Foundation 

Before the 
Senate Subcommittee on 
Education, Arts and Humanities 

August 3, 1990 
Mr. Chairman and Members of the Subcommittee: 

Thank you for inviting me to appear before you today. Although the circumstances 
surrounding this hearing are difficult at best, I am pleased to be able to set 
the record straight about the Higher Education Assistance Foundation (HEAF) and 
the challenges and difficulties it faces. In my testimony today, I intend to 
provide you with a candid description of how our current difficulties evolved, 
the nature of those difficulties, what we have done to date to remedy the 
situation and what we have proposed to do to resolve the problem. Additionally, 
I will comment on the implications of the Foundation's situation for the entire 
student loan program and suggest some measures that may forestall future 
problems. 

The origins of HEAP'S difficulties 

HEAF's current circumstances are the direct result of several factors: 

HEAF's historic coninitment to assure all eligible 
students regardless of their past educational 
achievements, economic circumstances, state of residence 
or the kind of school they were attending of equal 
access to the guaranteed student loan programs, 

The changing demographics of student borrowers in the 
loan program as grant support declined. 
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The development of state-of-the-art services for 
students, schools and lenders that proved most 
attractive to trade schools, 

The 1 imited ability of guarantee agencies to finance the 
risk in their portfolios. 

The extraordinary abuses in the program by some schools 
and lenders, abuses that directly affected HEAF's 
financial strength. 



The result of these events is that HEAF guaranteed an extraordinary proportion 
of trade school loans, half of which will default. This large proportion of 
trade school loans, about 31% of its current, outstanding portfolio, was insured 
by HEAF because of its commitment to assure all eligible, under-served students 
access to loans and its state-of-the-art computerized services. This began <n 
the Spring of 1982 when Citibank, tho Student Loan Marketing Association, HEAF 
and the United Negro College Fund jointly established a special loan program for 
students attending member institutions of the United Negro Cc^ege Fund. A 
simi lar program for the League of United Latin American Citizens was 
established. Shortly thereafter the Hawkeye BanCorporation sought HEAF's 
services because of its dissatisfaction with the quality of services being 
provided by their guaranty agency and HEAF agreed to provide those services. 
Within a relatively short period of time, the major four-year institutions in 
South Carolina asked HEAF to serve their students because many could not obtain 
loans from the South Carolina agency and lender although the denied students 
were eligible to obtain loans under federal eligibility criteria. As 
representatives of under-served students and lenders approached HEAF for help, 
HEAF responded. Meanwhile, HEAF developed computerized processing systems that 
reduced the time required for students to obtain loans from nine to twelve weeks 
to a few days to provide improved services to students and schools. This 
advance in processing combined with HEAF's commitment to equal access proved 
most attractive to trade schools and, beginning in 1986, resulted in a 
skyrocketing volume of trade school loans. 

As a consequence of Its own efforts to provide state-of-the-art services to 
students, schools and lenders, HEAF guaranteed far more than its share of 
high-risk, high-default trade school loans. Furthermore, as it attempted to 
limit the eligibility of trade schools that wanted to begin using the HEAF 
services, it found that the law prohibited HEAF from imposing eligibility and 
certification criteria on schools more onerous that the Department's criteria. 



2 




79 



Consequently HEAF deferred to the Department's judgement about the elig<Di11ty 
of Institutions to participate in the student loan programs. Moreover, large 
pockets of under-served students were created when other agencies did not honor 
this provision. Furthermore, the "antidiscrimination provisions" of the law, 
as interpreted by the Department of Education, stated that once a lender or 
school had established a relationship with HEAF, program requirements that were 
intended to assure equal access and due process made It almost Impossible for 
HEAF to reduce the flow of high-risk loans It was required to guarantee. 

These provisions and HEAF's state-of-the-art services resulted in adverse 
selection in HEAF's portfolio. Let me explain what I mean by adverse selection. 
In an effort to serve all its customers well, HEAF developed state-of-the art 
services for students, schools and lenders that, as 1t developed, proved 
particularly attractive to trade schools. HEAF simply provided better, more 
timely service than other guarantors. The quick turnaround HEAF provided to all 
Its customers was particularly attractive to trade schools for cash flow 
reasons Hence, they directed their students toward HEAF instead of to other 
guarantors. Also, in an effort to avoid these higher risk loans, certain state 
guarantors encouraged trade schools in their states to utilize HEAF instead. 

The flow of high-risk loans to HEAF was furthe- increased as several national 
lenders with whom HEAF had an existing relationship began making massive numbers 
of loans to trade school students. Those lenders used the HEAF guarantee because 
it was available nationwide, and because it was administratively more convenient 
and more efficient to use a single guarantor who could guarantee loans for 
students in nationwide. Banks no longer are constrained to lend only in a 
limited geographic area and larger lenders serve customers in many states. Since 
profit margins on student loans are narrow, many lenders seek to reduce expenses 
by using a single source of guarantees for students in many states. HEAF met 
that lender need but the nationwide scope of HEAF's operations left us 
vulnerable to increased risk when some of our customers began to send us large 
volumes of high-risk loans. 

HEAF did not seek to guarantee high-risk, high-default loans as a way to 
generate fee income. That would have been reckless and sel f -destructive, since 
the fees we are allowed to charge are not sufficient to cover the risk cn 
high-default loans. By a change in law in 1986, a guaranty agency may charge a 
guarantee fee no greater than 3% of the loan amount. Hence, a guaranty agency 
has limited flexibility to charge a fee that is commensurate with the risk of 
the loan. It would have made no sense whatsoever to deliberately seek to 
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increase our fee Income by guaranteeing high-risk loans, and that was in fact 
not our strategy. 

We did seek to honor the equal -access requirements of the program, thus making 
the HEAF guarantee available to students at trade schools as well as four-year 
schools. Our intentions were honorable, and we believe they were consistent with 
what Congress intended. However, because market forces directed a high volume 
of high-risk loans our way, HEAF guaranteed a disproportionate share of loans 
that default at a high rate, and the results were financially very detrimental 
to us. If the loans guaranteed by HEAF to students at trade schools were more 
evenly divided among guarantee agencies, all our agencies would jointly have the 
financial resources to cover all default expenses. 

Why didn't HEAF simply stop issuing guarantees on the higher risk loans' The 
answer is that we tried, but that the options we believed were available to us 
were denied us by the Department's interpretation of the law and regulation. 

Chronology of management action to reduce the volume of high-risk loans 

The percentage of high-risk trade school loans in HEAF' s guarantee portfolio 
began to rise in the early 1980s, from 8% in 1981, 10% in 1982 and 13% in 1983 
to 22% in 1984. By 1985, when this trend began to threaten the health of our 
guarantee portfolio, HEAF began to take steps to correct the disproportionate 
number of trade school loans in the portfolio. Our first step was to encourage 
lenders to attempt to generate more balanced loan portfolios. At the same time 
we encouraged secondary market organizations to stop paying premiums to acquire 
trade school loans. 

By late in 1986, it was apparent that additional, more drastic measures would 
be needed if HEAF was to curtail the growing imbalance in its portfolio 
Hence, management took several actions to deal with this emerging trend These 
actions included: 



In a departure from the industry standard, the 
Foundation revised its guarantee fee structure in April, 
1987 to charge the maximum rate permitted by law (3%) 
for loans to students attending trade schools and 
offered its guarantee at no charge to borrowers 
attending four-year colleges and universities. 
Unfortunately, this rate structure had no discernible 
impact on the portfolio mix. 
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Also in April, 1987, the Foundation adopted a policy 
that required borrowers attending schools with a 
historical default rate of 40 percent or more to secure 
cosigners for their loans. This requirement had to be 
rescinded after the U.S. Department of Education advised 
us that such a policy might be interpreted to be 
"discriminatory". 

Early in 1988 , the Foundation moved to cancel its 
agreements with several major lenders who were bringing 
the Foundation $1.5 billion per year in loan portfolios 
which were more than 90% high risk paper. This effort 
was chilled by the Department of Education'? expressed 
view that the Foundation would need to proceed under so- 
called "Limitation, Suspension, and Termination" 
procedures to cancel those agreements. In HEAF's view, 
1t could not use L,S and T actions in the absence of 
violations of law or regulations, so it began searching 
for another approach. 

The Foundation then proposed to review the eligibility 
of each school to continue use of the Foundation's 
guarantee after a future date. Again, the Department 
of Education determined that full "Limitation, 
Suspension, and Termination" procedures would need to 
be followed for each of the hundreds of schools which 
might not be approved under this approach. Again, no 
timely results could be obtained. 

Fortunately, the Department of Education came up with 
an effective solution 1n June* 1988. The Department 
agreed that a guarantor may restrict access to its 
guarantee by geographic region. This ruling allowed us 
to evaluate our business on a state-by-state basis. 
Eighteen states were identified whose 1987-88 loan 
volume consisted of more than 80% high risk paper, and 
we announced our intent to withdraw from those states 
as of July 15, 1988. 
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6. Between Marcn, 1988 and July, 1988 HEAF guaranteed about 
$500 million in loans from the lenders who were 
subjected to the actions in 3. above, which resulted in 
a unrecoverable cost to HEAF of $50 million* 

In withdrawing from the 18 states, the Foundation gave up more than $1 billion 
per year in loan volume, with 93% of that volume representing other than four- 
year institutions. The objective sought by management was to restore a balance 
portfolio mix where no more than 40% of new guarantee volume came from trade 
schools. 

The decision to withdraw was made difficult by three major considerations: 

1. The loan volume abandoned represented at least $30 
million per year in cash receipts as well as at least 
$10 million per year in Federal Administrative Cost 
Allowance. The Foundation would experience two years 
of reduced cash receipts before it began to realize the 
benefits of substantially reduced default expense. 

2. Some valued customers would be inconvenienced, 
particularly regional and national lenders who simply 
did not want to deal with a variety of local guarantors. 

3. Even though management was confident that the withdrawal 
strengthened the Foundation's long term viability, it 
was felt that others in the industry — primarily 
competitors—would draw attention to the short term 
negative financial impact. 

The actual results secured by our action were dramatic and even more beneficial 
than anticipated* The proportion of trade school loans in our insured portfolio 
is rapidly dropping because the proportion of trade school loans which we are 
now insuring is less than 30% of all insured loans. Today our portfolio 
contains about $3 billion in Insured loans for trade school students, $400,000 
million of which are in "in-school or grace." The remainder are in repayment. 

As you have seen, HEAF has been endeavoring to resolve the rapidly growing 
imbalance in its portfolio for five years now, but we have been hampered by 
unfortunate interpretations of the regulations and the inflexibility that has 
been bjilt into the program. Even a guarantee agency with extremely vigilant 
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management such as HEAF's is limited in the steps it can take to control the 
lenders or schools that are the source of the high-risk paper. 

Current situation 

An additional issue I want to address forthrlghtly is the view that HEAF's 
growth necessarily was at the expense of quality, and that thus excessive 
default rates were an inevitable byproduct. The facts simply do not support this 
view. While HEAF has indeed achieved significant economies of scale, such 
economies have not come from diminished effort. 

HEAF subjects each loan application to over 500 of edit 
criteria before Issuing a guarantee. Even so, 
applications are typically processed within 24 hours. 

HEAF's default-aversion programs "cure" more than 60% 
of delinquencies reported to us by our lenders. 

By utilizing more than 200 in-house collectors, 12 
collection agencies and a national network of law firms, 
HEAF will collect more than $100 million in defaulted 
loans this fiscal year. 

HEAF's dedicated compliance staff has identified program 
violations and imposed liabilities problems and imposed 
penalties that returned $2 million to the program during 
the past fiscal year and resulted in H L,S and T actions 
against 35 schools. 

HEAF's claims examiners reject almost 15% of submitted 
claims as a result of detecting violations of due 
diligence requirements and impose interest limitations 
that save the program an average of $750,000 per month. 

Despite this thoroughness, our cost efficiency, 
according to Department of Education data (defined as 
operating expense less collection costs, divided by the 
number of loans guaranteed) Is greater than all but four 
other guaranty agencies. 
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A dozen representatives of the Department of Education and the Office of 
Management and Budget spent last week critically examining HEAF operations on 
site. We are confident that they will confirm the high standards of performance 
to which HEAF adheres. 

Mr. Chairman, my remarks in this regard are designed to meet two objectives: 

First, I believe that the management and staff of the Foundation deserve to have 
me respond to the comments of recent weeks that reflect on their competence and 
dedication Their performance is now, and has always been, the finest of any 
guaranty agency participating in the program. HEAF is one of the most efficient 
agencies in the country, with an exceptional record of developing innovative and 
needed services for students and schools, of recovering defaulted student loans 
and of uncovering and ending abuses in the Guaranteed Student Loan Program. 
Second HEAF's demonstrated efficiency and effectiveness suggests that its 
technological resources and its experienced a.d dedicated staff are valuable to 
the continued stability and viability of the loan program. 

Despite the immediate difficulties we face, our situation can best be summarized 
as follows: 

HEAF's action of July 1988 to curtail a growing 
portfolio imbalance was indeed successful, and our 
current-year guarantee volume consists primarily of 
highly desirable college and university loans. In other 
words, the required corrective action was taken two 
years ago, and it has clearly succeeded. 

The financial stress now faced by the Foundation is not 
part of a continuing downward trend. Rather it is the 
tail-end of a period of reduced revenues and expanded 
costs as we digest the last of the high-risk loans 
guaranteed before corrective action was taken in 1988. 

An additional burden on our reserves in the short term 
is posed by the imminent resolution of a long-sUnding 
matter relating to the Bank of America. This matter 
surfaced in June of 1988, when HEAF's compliance team 
discovered major irregularities in the servicing of a 
loan portfolio for which the Bank of America serves as 
trustee on behalf of the California Student Loan Finance 
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Corporation. HEAF immediately reported Us findings to 
the Inspector General of the Department of Education. 
Following a joint review, the Department directed HEAF 
to suspend all claim payments from this portfolio. Over 
the past two years, intensive negotiations have taken 
place between the Department, the Bank of America, HEAF 
and the two other guarantors involved to Identify a fair 
and mutually acceptable resolution of this situation. 
HEAF guaranteed $565 million of this $1.1 -bill ion 
portfolio, and the default rate is expected to be 
between 60% and 75%. Under the proposed settlement 
agreement, these figures pose extraordinary potential 
cost and cash flow consequences for HEAF. 

HEAF was in the process of pursuing a plan to transfer certain 
loans to, and ultimately to merge with, the Nebraska St 'dent Loan 
Program (NSLP). Because it is a new guaranty agency, Nebraska 
temporarily receives 100% reinsurance from the federal government 
regardless of the percentage of defauU claims which it submits to 
the Department. The merger would have allowed HEAF to receive 100% 
reinsurance for the next year, which should have been enough time 
for the last of the extremely high-default portfolio to work its way 
through the system. At that point in time, the long-term correction 
created by the new portfolio mix would have taken effect, and the 
problem would have been solved. However, the Department raised 
objections to our proposal. 

We disagree with the Department on the legality and viability of our proposed 
transfer of loans to, and merger with NSLP, and we do not believe it is 
necessary for the Department to seek an alternative solution. Having said that, 
we will continue to provide our full cooperation as they explore other options. 
Our goals In those deliberations will be to ensure that the long-term viability 
of the Guaranteed Student Loan Program is protected and that the Foundation's 
employees who have served so expertly and diligently will be treated with 
fairness. 



Implications for the future of the program 

The Higher Education Assistance Foundation was created nearly a decade and a 
half ago out of a belief 1n the goals of the Guaranteed Student Loan Program. 
We all share a wish that the program continue meeting its laudable goals. As 
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you view HEAF's situation today, it is essential that you consider its 
implications for the future success of the entire program. 

Preserving assets 

A central goal 1n the resolution of the situation we face is the protection and 
preservation of two great assets--our staff and our technological resources. We 
are proud beyond measure of the manner in which, under the most trying of times, 
our loyal, dedicated and incredibly talented team has managed its 
responsibilities. It is a reaction we knew we could expect, since they are the 
ones who have made us one of the most respected and efficient guaranty agencies 
in the country. Their dedication to our mission, and to the students, schools 
and lenders we serve, has been unwavering. 

Our computer system is unparalleled in the industry. We have invested a great 
deal of effort in the development, construction and Implementation of this 
system over the past three years, and that investment has paid huge returns in 
the form of service that is both responsive and responsible. It is responsive 
in that it conforms easily and efficiently to the needs of lenders, both large 
and small, permitting easy customizing; it is responsible in that it has 
built-in checks and edits that virtually eliminate programmatic violations and 
data inconsistencies. It has allowed the Foundation to issue guarantees quickly, 
while eliminating compliance errors. These technological and human resources, 
combined with our infrastructure, procedures and operating standards, form a 
highly effective and efficient operating unit that would be time-consuming, 
expensive and difficult to replicate. 

If the Guaranteed Student Loan Program continues at approximately its present 
level of activity—and there is every reason to believe that it will --the nation 
will continue to need the Foundation's capacity if we are to ensure continued 
service levels. The long-term cost of re-establishing this pool of experience, 
expertise and dedication would be high, not to mention altogether unnecessary. 

Creating new opportunities 

If the growing number of high-risk trade school loan guarantees is at the root 
of HEAF's financial woes, then the solution may seem obvious to some: reduce or 
eliminate the federally backed guarantee for loans to students at such schools. 
Yet to take such a step would be to deny thousands of students the opportunity 
to improve their standard of living and make a greater contribution to society 
as a whole. 
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If a student wishes to study to be a court reporter, a diesel mechanic or a 
comouter technician, he or she has as much right to federally sponsored student 

eXg a Ystuden who wishes to study physics, English or sociology , Soc ety 
values both categories of students equally, and the Guaranteed Student Loan 
Progr m »st continue to do likewise. Clearly, additional steps will need to be 
taken to weed out the illegitimate trade schools that prey upon taxpayers and 

t en ame. Vet the program must at the same time continue to allow for the 
legitimate interests of post -secondary students whose needs are not met by 
four-year colleges and universities. 

Providing flexibility for guarantors 

Another lesson of HEAF's experience over the past " J 1 ^?/ 

a great deal of risk is laid at the feet of the nation s guaranty ^ncies, 
ittie cont ol over the level of that risk is placed 1n their hands. Unlike a 
ill cal insurance program, or for that matter a typical lending program the 
Z an e rewards are not distributed in a way that provides an incent ve 
both to serve a broad cross-section of students and, at the same time, to remain 
in viable financial condition. Some possible improvements: 

The existing trigger formula, which was aesigned for a 
different era, could be replaced with a formula that 
provides greater, rather than lesser, reinsurance to 
agencies that bear the burden of an unfavorable mix of 
loans Rigorous controls could be instituted to 
discourage iack of diligence in weeding out fraudulent 
and irresponsible lending practices. 

The ceiling on the guarantee fee could be eliminated, 
granting each guarantor the opportunity to establish a 
fee at the level necessary to cover losses. 

Another possible solution would be to prohibit 
guarantors from guaranteeing loans for students who are 
neither residents nor attending school in a state in 
which they are the designated guarantee agency. The 
disadvantage of this alternative is the inconvenience 
it offers to lenders doing business across state lines, 
yet it would help avoid the high concentration of trade 
school loans from disparate sources from being 
guaranteed by a single agency. 

Closing 

Tyou U r.,.l,.T,s«, for the benefit of the school students and 
lenders the Program serves. 
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Senator Pell. Now we will turn to our first panel: Mrs. Jean 
Frohlicher, executive director of the National Council of Higher 
Education Loan Programs; Stephen Biklen, vice president of Citi- 
bank Student Loan Business; Mr. Lawrence Hough, president and 
chief executive officer, Student Loan Marketing Association. 

We welcome you here, particularly Mrs. Frohlicher, who has 
been used to being on this side of the dais, not that side. She did a 
wonderful job when she was on this side of the dais. 

Mrs. Frohlicher, you know the rules. The bells are set up for 5 
minutes, and we will try to roll along as much a we can. 

STATEMENTS OF JEAN S. FROHLICHER, EXECUTIVE DIRECTOR, 
NATIONAL COUNCIL OF HIGHER EDUCATION LOAN PROGRAMS, 
INC., WASHINGTON, DC; STEPHEN C. BIKLEN, VICE PRESIDENT, 
CITIBANK STUDENT LOAN BUSINESS; ROCHESTER, NY; AND 
LAWRENCE A. HOUGH, PRESIDENT AND CHIEF EXECUTIVE OF- 
FICER, STUDENT LOAN MARKETING ASSOCIATION, WASHING- 
TON, DC 

Mrs. Frohlicher. Thank you, Mr. Chairman. I must confess it 
was more comfortable on that side of the table. 

My name is Jean Frohlicher, and I am executive director of the 
National Council of Higher Education Loan Programs, which rep- 
resents State and nonprofit private guarantee agencies and second- 
ary markets involved in the Guaranteed Student Loan program, as 
well as major lenders, servicers, collectors, and other organizations 
involved in the provision of credit to students. 

I think the committee is well aware of the magnitude of this pro- 
gram. Last year it made available nearly $13 billion in private 
credit to more than 4.7 million borrowers. We are the second larg- 
est source of credit for postsecondary education in the country 
after parental contributions themselves. 

Much press has been given to the difficulties encountered by the 
Higher Education Assistance Foundation, and I think that I would 
like to reinforce the statements that have been made here this 
morning. It is our belief the program is fundamentally sound. 
Guarantees are going forward as we speak, in Rhode Island, in 
Kansas, and in all the other States in the country, and we have no 
belief that any student will be denied access to credit this fall. 

Senator Pell. Could you move the mike a little closer? 

Mrs. Frohlicher. Certainly, sir. 

There has been discussion about the 4 to 5 agencies that might 
be in trouble. I don't know who those are. I think that this may be 
because of cash flow the agencies must, as has been discussed here 
this morning, work due diligence on the paper after they purchase 
the claim from the lender, and there may be as much as 90 days 
between when they have paid the lender and when they are able to 
seek reimbursement from the Federal Government. 

Currently 7 agencies are operating under some kind of reduced 
reinsurance because they have hit the basic trigger. The Depart- 
ment of Education, in enforcing the reconciliation spend-down leg- 
islation, was extremely enthusiastic in doing that enforcement and 
has already collected the $250 million in agency reserves that oth- 
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erwise would be used to pay default claims, even though the litiga- 
tion is still proceeding on that law. 

A little over 2 weeks ago, the NCHELP board of directors adopt- 
ed a reauthorization proposal to present to this committee next 
year in the regular cycle. We recognized that we were very early in 
the timing of the Higher Education Act reauthorization, but as we 
all thoroughly discussed, this was a living, breathing, and ongoing 
effort, and we expected ramifications and changes to make changes 
in our position. 

I hadn't expected it to twitch within 8 hours of its adoption. But 
I would like to assure the committee that we are going to, as a 
result of this problem, be taking a new and very critical look at the 
entire underlying questions of agency solvency, how the various 
cash flows in the program do work, and try to make some solid rec- 
ommendations as part of your regular reauthorization process next 
year, so that we can assure that this situation is not possible. 

There are a number of policy-oriented things that the committee 
may want to do that we recommend that you do and you have dis- 
cussed today: the redress of what is now a critical imbalance be- 
tween grants and loans; perhaps tightening up of eligibility of vari- 
ous kinds of schools and their participation in the program. All of 
these lead to an essential downsizing of the loan program in gener- 
al as it becomes less relied upon for basic access. And we need to 
make sure that the program sources of funding to guaranty agen- 
cies and to uses by them do not impair your ability to make those 
kinds of policy decisions. 

Right now funds flowing into agencies derive from current year 
volume. Funds flowing out of agencies in the form of claim pay- 
ments are based on past practice. And this is what we will be ad- 
dressing specifically so that with it as part of your recommenda- 
tions, our recommendations to you, you will have freedom to do 
conscious downsizing if that is what you decide to do, and not have 
a similar kind of cash flow based on the downsizing affect on 
agency stability. 

This committee, Mr. Chairman, has been very active in taking 
strong antiniefault measures. I wanted to report a few things that 
you would credit to your actions and your leadership in providing 
agencies with at least clear authority to take emergency suspen- 
sion actions. California has already taken 31 actions; Texas has 
done 7 limitations, 12 suspensions, 4 terminations, 92 program re- 
views. Colorado has, within the past year, done terminations on 3 
schools, one of which operated in 3 States. The list of sub-schools of 
one school covered almost 3 pages of single-spaced typing, and they 
are pursuing criminal activities again, actions against school offi- 
cials. They already have had one guilty plea, and one goes to the 
grand jury next week. So within the limited authority agencies 
have to take action, they are taking action. 

Finally, your restriction on the SLS program in high-default 
schools is already showing substantial impact. California projects if 
their efforts are mirrored nationwide we could expect to save in de- 
faults nearly $120 million in the upcoming fiscal year 1991 and as 
much as potentially $885 million in fiscal year 1992 from that one 
change alone. 
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So we are grateful for the opportunity to appear, and I would be 
happy to answer any questions. 
[The prepared statement of Mrs. Frohlicher follows:] 
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PREPARED STATEMENT OF JEAN S. FROHLICHER, EXECUTIVE DIRECTOR, NATIONAL 
COUNCIL OF HIGHER EDUCATION LOAN PROGRAMS, INC. 

Mr. Chairman and Members of the Subcommittee. 

My name la Jaan Frohlichar, and I am the Executive Diractor of 
the National Council of Higher Education Loan Program*. Tha 
Council rapraaanta Stata and nonprofit privata guaranty agencies 
and secondary markets involvad in tha Guarantaad Student Loan 
Program, aa wall aa major lenders, servicers, collactora, and othar 
organizationa involvad in tha provision of cradit to atudanta 
attanding poataacondary aducational lnstitutione. 

Aa you Know, laat yaar tha Guarantaad Studant Loan Program 
provided naarly $13 billion in loans to millions of Btudanta and 
thair paranta for poataacondary education. Next to parantal 
aaaiatanca, tha Program ia tha biggest aourca of aid for college 
atudanta. Wa are proud of our track record — while much attention 
haa bean focused on default problama over the laat few years, mora 
than 90% of our borrowers repay thair loans on a regular baeis- 

Much haa been written in the paat couple of weeka concerning 
tha financial difficulties encountered by one of tha Nation* a 
largaat guarantora, the Higher Education Assistance Foundation, I 
would like to assure tha Subcommittee that tha fundamental 
structure of tha Guaranteed student Loan Program remaina sound. 
Landera and guaranty agenciee are prepared to meat til capital 
neeua of borrowers across the country for this coming academic 
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ysar, and X do not believe that any eligible borrower will 
experience difficulty in obtaining a Guaranteed Loan. 

Departmental officials have been quoted as saying that another 
handful of guaranty agencies have financial difficulties, although 
not on the scale of those experienced by HEAT. I do not know which 
guaranty agencies the Department is rsfsrring to. Every agsncy 
expsriencss cash-: low problems at some point, as lsnder claims are 
paid as much as 90 days before the agency can file for Federal 
reinsurance. In any given fiscal year, several guaranty agencies 
•xperiance default claims in sxcsss of 5t of their outstanding 
loans in repayment and trip the reinsurance "trigger." It may have 
been this circumstance that led to the comment. The Department 1 s 
enthusiasm in enforcing the 1987 Reconciliation bill's spsnd-down 
mandate by withholding payments for default claims until an 
agsncy 1 s reserves wsre thoroughly spent-down (despite litigation 
which is still continuing) has also undoubtedly contributed to ths 
current situation* 

Changes in the Guaranteed student Loan Program made both in 
the 1986 Reauthorization as well as in several subssquent Budget 
Reconciliation bills have affected the baeic nature of the Program. 
The 1986 Reauthorization instituted needs analysis for all GSL 
borrovsrs. The net result of converting what had formerly been a 
middle- income cash-flow program into a nseds-bassd program was 
obviously an incrsass in the number and costs of defaults in the 
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asL program. Middle incoms borrowers, who could be counted on to 
repay thslr loan. were no longer eligibls for eubsidized Stafford 
Loan borrowing. Shortages of availabla granZ funds lad poor 
atudanta incraaalngly Into GSL debt, and studies show that tha 
primary raaaon borrowers today ara not repaying thair loans is 
thair financial inability - not thair unwillingnaaa — to do to. 
Spand-dovn provisions of tha 1987 Reconciliation Bill raducad 
guaranty agency reaervee (used to pay lander claime) by $250 
million. 

Reauthoritation of the Higher Education Act in the next 
Congrera will give this subcommittee an appropriate forua for an 
ln-dapth looK at the current atrueture of tha Guaranteed Loan 
Program, Tha Program hae bean in existence for 25 year*) it neads 
the critical examination that this Subcommittee and the community 
can provide to aaaure its strength and viability for the next 
quarter cantury. 

The KEAF experienca has led the Council to plan a thorough 
analysis of the underlying atrueture of guaranty agency funding in 
the GSL Program aa part of its Reauthorixation effort. In eesenee, 
the way the Program is currently structured, funds flowing into an 
agency through Adminietrative Coat Allowancaa (paid by tha Federal 
governmant) and through Inauranoe Premiums (pcid by borrowers) ara 
both dependent on loan volume in the current fiscal year. However, 
guaranty agency expendituree— primarily in tha form of claims 
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paymenta to lenders for defaulting, disabled, deceased, and 
bankrupt borrowers— are baaad on paat volume* In HIXF's caaa r a 
calculated down-siring of Ita portfolio (through Its caaaatlon of 
bualnaaa In 18 states) maant aubatantlally raducad inooma through 
faaa but continued obligationa to pay landar claims on previously- 
guaranteed high-risk paper* 

This dichotomy in financing will need to be conaidered in 
Reauthorization if the Congreas is to have the freedom to make 
policy deciaiona which may reault in a lowered volume of loane* 
The decision in the 19B9 Reconciliation bill, which was strongly 
supported by the council, to deny supplemental Loans to borrowers 
in high-default schoole, is already having a significant affect in 
stopping the run-away abuse of the SLS Program. In its 
Reauthorization Paper, the N CHE LP Board of Directors has already 
strongly endorsed redress of the grant-loan imbalance which has 
accumulated over the past decade. The Board has also gone on 
record against continued GSL eligibility for courses of study of 
less than 600 clock hours in duration, on the grounds that students 
in extremely short (300 hour) courses which probably lead only to 
minimum-wage jobs ahould not be saddled with debt they are patently 
unable to repay* Concern about agency finances* because of reduced 
income from a lower-volume Guaranteed Student Loan Program, should 
not deter congress from maXing needed policy changes in the 
Reauthorization process* 
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Many of the anti -default nuiuni enacted by this Subcommittee 
Are beginning to show significant results . Guaranty aganciss ars 
talcing aggrsssivs actions against bad schools under the recently- 
authorized emergency L, s, 6 T procedures. SLS loan volumes in 
high default schools are dropping significantly, and there has been 
a concomitant drop in Stafford Loan volume in those schools which 
had artificially pegged their tuitions to the maximum Stafford/8L8 
loan limits. In fact, if California's experience during the first 
six months of 1990 is typical of the Nation's loan program as a 
whole, Fiscal Vsar 1991 default claim savings from the SLS change 
alone could reach $179 million, and the FY 1992 savings could be urn 
much as $885 million. 

Today, and for the foreseeable future, the Guaranteed student 
Loan Program remains strong and vital. Guaranty agencies havt 
indicated to the Secretary their willingness to consider assumption 
of HEAP loans mads to borrowers from their designated States. The 
Council sees no basis for ths Secrstary to make the finding 
required by law that borrowers lack access and existing guaranty 
agencies ars unable to serve such borrowers — a precondition of 
recognising Sallis Mas as a loan guarantor. Rather, guaranty 
agencies are discussing with ths Department thj outlines of a 
apeedy, community~wide resolution of ths currsnt problsm. 

I apprsoiats ths opportunity to appear before the 
Subcommittee. I would be happy to respond to any questions you 
might have. 
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Senator Pell. Thank you very much, Mrs. Frohlicher. 
Mr. Biklen. 

Mr. Biklen. Thank you, Mr. Chairman, members of the subcom- 
mittee. I am Steve Biklen, vice president of the Citibank Student 
Loan Business, and I am here today representing the Consumer 
Bankers Association, which is made up of more than 800 banks, 
thrifts, credit unions, and other organizations involved in providing 
consumer credit. 

Throughout the last 3 weeks, CBA has supported the actions and 
statements of Secretary Cavazos indicating a commitment to 
ensure the integrity of the HEAF-guaranteed loans. When the Sec- 
retary indicated on July 24 that "HEAF-guaranteed loans will con- 
tinue to be guaranteed' 

Senator Pell. Could you put the mike a littU closer? 

Mr. Biklen [continuing]. Sure. That "HEAF-guaranteed loans 
would continue to be guaranteed," lenders across the country par- 
ticipating in the program interpreted this remark to mean that the 
Secretary would ensure that a facility would be in place to meet 
the financial obligations represented by the HEAF guarantees, and 
he talked earlier about that. Even so, however, there is growing 
concern and unrest in the lender community that is evidenced by 
the fact that a number of lenders have ceased disbursing HEAF- 
guaranteed loans pending a resolution of this problem. 

CBA believes that a speedy resolution to the problem is impera- 
tive. Such a resolution should protect against any disruption in the 
processing of claim payments. Similarly, any change in guarantee 
arrangements should be announced and formalized as early as pos- 
sible so the making of student loans this fall can proceed without 
in' erruption. 

CBA believes the preferred resolution to the HEAF problem is 
one that involves little or no disruption to existing guarantee ar- 
rangements. To this end the financial arrangements that would 
enable HEAF to meet its current financial responsibilities should 
be fully explored. If it is necessary to transfer responsibility of 
HEAF guarantees to another party, CBA believes that the best ap- 
proach is one involving multiple existing guarantee agencies. 

It is important to emphasize, Mr. Chairman, that any handling 
of the HEAF situation that does not allay existing lender fears re- 
garding the reliability of guarantees on guaranteed student loans 
could severely undermine the program. If HF 7 guarantees are 
not fully honored, the following would occur: 

Virtually all lenders would immediately cease placing new guar- 
antees with any agencies that they felt had any difficulty. The Sec- 
retary has talker 1 about 5 to 6 agencies. Clearly, there may be some 
that may have a problem. But the point is, if there was any doubt 
about it, they would cease placing guarantees there. 

These weaker agencies would then experience an immediate drop 
in their cash flows, and that would only hasten their decline. And I 
think the ultimate result would be; that lenders would establish 
very low limits with respect to the level of risk they were willing to 
take with any agency. 

The cumulative impact of these developments would be the cre- 
ation of access problems for borrowers, and particularly those from 
low-income backgrounds. 
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There has been considerable speculation regarding the circum- 
stances contributing to the HEAF situation As we heard I earlier, 
clearly the high defaults cause this. And we do think that the legis- 
lation and regulation that has been put in place, which you re- 
ferred to earlier, has had a definite positive impact and will, over 
time significantly reduce defaults. 

CBA does support changes to the program that will reduce the 
level of these defaults, and in this regard we certainly want to 
work with you in the future to establish more legislation. We do 
believe that additional legislation could help prevent a repeat of 
this situation. First, we think there are some cha "gf that could be 
made with respect to improvements in the quality of education pro- 
vided by schools and requiring that schools provide students with 
more consumer-related information related to the outcome of the 
educational program offered. j 

Second the Department of Education should develop procedures 
for addressing the contingency of another guarantee agency experi- 
encing financial difficulty. We were pleased that the Secretary ear- 
lier did reference this and noted the fact that they would be look- 
ing into this. And we are also pleased hearing Mrs. Frohhcher s 
testimony that NCHELP is looking into that. 

In closing, CBA would like to emphasize its belief that with an 
appropriate resolution of the HEAF problem, the Guaranteed Stu- 
dent Loan program will continue to meet the educational credit 
needs of students and their families. 

Thank you. 

[The prepared statement of Mr. Biklen follows:] 
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PREPARED STATEMENT OF STEPHEN C, BIKLEN, VICE PRESIDENT OF CITIBANK 

STUDENT LOAN BUSINESS 

Mr. Chairman, Members of the Subcommittee on Education, Arts 
and Humanities, my name is Stephen C. Biklen, Vice President of 
Citibank Student Loan Business headquartered in Rochester, New 
York. Thank you for the opportunity to appear before you today 
on behalf of the Consumer Bankers Association 1 . CBA represents 
more than 800 banks, thrifts, credit unions, and other 
organizations involved in providing consumer credit. The 
Association's policies regarding the student loan programs are 
set by an Education Funding Committee consisting of 
representat ives from 18 financial inst itut ions involved in the 
Guaranteed Student Loan Programs. 

CBA has followed with great interest the financial problems 
experienced by the Higher Education Assistance Foundation (HEAF) . 
Throughout the last three weeks, CBA has supported the actions 
and statements of secretary Cavazos indicating a commitment to 
ensure the integrity of the HEAF-guaranteed loans. When the 
Secretary indicated on July 24th that "HEAF-guaranteed loans will 
continue to be guaranteed , 11 lenders across the country 
participating in the program interpreted this remark to mean that 
the Secretary would ensure that a facility would be in place to meet 

1f The Consumer Bankers Association was founded in 19X9 to 
provide a progressive voice for the retail banking industry. CBA 
represents approximately 800 federally insured banks, savings and 
loans and credit unions that hold more than 80 percent of all 
consumer deposits, and more than 70 percent of all consumer 
credit held by commercial institutions. It is estimated that 
CBA's membership also accounts for more than 80 percent of the 
total student loan volume in the U.S* 
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the financial obligations represented by the HEAF guarantees- 
This commitment to constructively resolve the HEAF problem is 
much appreciated by lenders participating in the program, and 
will help ensure that the availability of student loans to 
students this Fall will not be adversely affected in any way by 
the HEAF problem- Notwithstanding the statements of the 
Secretary, however, there is growing concern and unrest in the 
lender community evidenced by the fact that a number of lenders 
have ceased disbursing HEAF-guaranteed loans pending a resolution 
of the problem . 

CBA believes a speedy resolution to the problem is 
imperative. Such a resolution should protect against any 
disruption in the processing of claim payments. Similarly, any 
change in guaranty arrangements should be announced and 
formalized as early "s possible so the making of student loans 
this Fall can proceed without difficulty or interruption. CBA 
has every confidence that these objectives will be met and has 
offered its assistance to the Department to help ensure that this 
is the case. 

CLA believes the preferred resolution to the HEAF problem is 
one that involves little or no disruption to existing guaranty 
arrangements. To this end, financial arrangements that would 
enable HEAF to meet its current financial responsibilities should 
be fully explored- If it is necessary to transfer responsibility 
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for HEAP guaranties to another party, CBA believes that the best: 
approach is one involving multiple existing guaranty agencies. 

It is important to emphasize, Mr. Chairman, that any 
handling of the HEAF situation that does not allay existing 
lender fears regarding the reliability of guarantees on GSLs 
could severely undermine the program. If HEAF guarantees are not 
fully honored, the following would occur: 

o Virtually all lenders would immediately cease placing 
new guarantees with the five or six agencies considered to be 
financially troubled. 



decline on reserves from guaranty fees, hastening their decline. 



exposure to any single agency. 

The cumulative impact of these developments could be the 
creation of access problems for borrowers, particularly those 
from low-income backgrounds and attending short-term courses of 
study. Obviously , the interests of the federal government and 
the students relying on the student loan program require that 
this scenario not be allowed to occur. 



o 



Weaker agencies would experience an immediate sharp 



o 



Lenders would establish a very low level of risk 
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In recent weeks, there has been considerable speculation 
regarding the causes and circumstances contributing to the HEAF 
situation. It is worthwhile to note that the high level of 
defaults experienced on the HEAF-guaranteed student loan 
portfolio played a significant role in creating HEAF's current 
financial difficulties. In this regard, we should not lose sight 
of the fact that default reduct ion measures recently implemented 
by law and regulat ion wi ll reduce the default problem. These 
measures i nclude : 

o Curtailment of SLS borrowing to students attending high 

default rate schools. 

o Impos i t ion of a need analysis on SLS borrowing to 
prevent unnecessary borrowing. 

o Pro-rata tuition refund policies. 

o Required default reduction plans for high default 
school s . 

o Delayed certification for SLS for first-year students, 

o An increase in the number of audits and program reviews 
of schools and lenders by the Department and guaranty agencies. 
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Required disclosure of placement and completion rates- 



by schools offering non-baccalaureate vocational training 



programs. 



o 



Enhanced counselling requirements to ensure that 



students know their student loans must be repaid. 

CBA also notes that the trade associations and accrediting 
commissions for the proprietary school sector have taken a 
greater interest in reducing defaults by looking at educational 
outcomes and administration of the loan programs on the campus. 

As we trust this Subcommittee is aware, CBA supports changes 
to the Stafford Loan Program that will reduce the level of 
defaults- In this regard, CBA intends to work actively with the 
Congress on identifying additional measures that may complement 
those already in place* CBA is proud of its past role in default 
reduction legislation. It was CBA that in 1989 proposed the 
enactment of multiple disbursement requirements on student loans 
and the modification of SLS eligibility. These two measures by 
themselves have substantially reduced the flow of likely-to- 
default student loans being processed through the Program* 

CBA believes that additional legislation could help prevent 
a repeat of the current situation. First, the default reduction 
initiative regulations issued by the Secretary need to be 
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complemented with additional legislation that encourages 
improvements in the quality of education provided by schools, and 
requires that schools provide students with more consumer-related 
information relating to the outcome of the educational program 
offered. Schools, accrediting agencies, State licensing boards 
and guaranty agencies, along with the Department of Education, 
need to work together to improve the educational quality and to 
make sure students receive appropriate counselling and screening 
PXi°r to admission. 

Second, the Department of Education should develop 
procedures for addressing the contingency of another guaranty 
agency experiencing financial difficulty. Although we all hope 
that this circumstance will not arise again, we understand that 
at least five or six guaranty agencies, according to the 
Department of Education, have financial problems. CBA, in 1987, 
1988 and 1989 proposed to the Congress the enactment of 
provisions to establish procedures for the merger or termination 
of guaranty agencies that experience serious financial 
difficulty. For a variety of reasons, this legislation has not 
been enacted. We recommend that the Subcommittee work with the 
Department of Education to establish a process through which 
financial problems at guaranty agencies might be uncovered early 
enough for corrective measures to be implemented to avoid 
situations like the one presently before this Subcommittee. We 
also believe, however, that in the event that financial problems 
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are sufficiently severe to make the continued viability of the . 
individual guaranty agency unlikely, Congress should take steps 
to ensure that a financially capable entity would assume the 
financial responsibility for the guarantees of the agency 

In closing, CBA would like to emphasize its belief that with 
an appropriate resolution of the HEAF problem, the Guaranteed 
Student Loan Program will continue to meet the educational credit 
needs of students and their families . 

The HKAF problem points out inherent difficulties with a 
loan program that is guided by the importart social objective of 
creating educational opportunity. With appropriate 
modifications, the program can be better designed to serve the 
students who are its true beneficiaries well into the twenty- 
first century. 

Mr. Chairman, thank you for the opportunity to be with you 
today. r would be happy to respond to any questions that you or 
other Members of the Subcommittee may have . 
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Senator Pell. Mr. Hough. 

Mr. Hough. Mr. Chairman, members of the committee, I am 
Lawrence A. Hough, president and chief executive officer of the 
Student Loan Marketing Association. Sallie Mae is a federally 
chartered, stockholder-owned corporation which provides the Na- 
tion's largest single source of financing for postsecondary educa- 
tion. To foster our public mission, assuring the availability nation- 
wide of education credit, Sallie Mae is expected to provide respon- 
sive leadership to ensure the continuation of private capital for stu- 
dent loans. In carrying out that business mission, our shareholders 
expect us to achieve a reasonable return on investment and not to 
assume risks which would adversely affect our ability to do so. 

Since 1973, Sallie Mae has provided over $50 billion in funds and 
commitments for educational loans. This represents funding for 
more than 20 million student loans. 

Sallie Mae is one of a very small number of financial corpora- 
tions that hold a AAA credit rating from the rating agencies. This 
rating does not rely on our status as a Government-sponsored en- 
terprise, but, rather, it reflects "on our strong financial fundamen- 
tals." In 1981, when Sallie Mae's obligations were guaranteed by 
the Department of Education— that is, the full faith and credit of 
the United States— our credit rating was only an A. 

In general, Sallie Mae is doing everything possible to identify 
and minimize the various types of risk to which it is subject. With 
the advent of the new due diligence requirements in 1988, and the 
overall climate of risk-shifting to the private lending sector, the po- 
tential cost of error now has certainly increased. 

Last year, the Treasury Department studied the financial risks 
posed by various Government-sponsored enterprises. They conclud- 
ed that Sallie Mae is essentially not exposed to a large degree of 
business risk, credit risk, or interest risk. The report stated that 
"Sallie Mae is a well-managed enterprise with adequate controls to 
manage and monitor its operations." 

Mr. Chairman, recently the Department of Education announced 
that one of the largest guarantors in the Federal Guaranteed Stu- 
dent Loan program, the Higher Education Assistance Foundation, 
is experiencing financial difficulties. 

HEAF is the guarantor of a portion of the guaranteed student 
loans which Sallie Mae owns. Our share of HEAF loans is about 
the same as the share of HEAF loans in the total Guaranteed Stu- 
dent Loan program. The large majority of loans in our HEAF port- 
folio are already in repayment and, hence, can be expected to expe- 
rience on!y insignificant default rates. The default experience on 
the smaller, newer portion of the HEAF-guaranteed portfolio can 
be reliably predicted based on our lending experience. The project- 
ed impact on Sallie Mae's balance sheet and earnings will not be 
material. This is true since, like all guaranteed student loans, 
HEAF-guaranteed loans are reinsured by the Department of Edu- 
cation. Irrespective of HEAF's financial situation, Sallie Mae be- 
lieves its claims on these loans will be honored. In fact, last week 
the Secretary publicly stated, "Loans now guaranteed by HEAF 
will continue to be guaranteed." 

Sallie Mae also extends collateralized loans to participants in the 
student loan program in addition to purchasing. Consistent with 
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this activity, since 1984 Sallie Mae has extended collateralized ad- 
vances to HEAF and its affiliates totaling $800 million. Of that 
amount, $200 million has been lent to HEAF itself. These advances 
are more than 100 percent collateralized with guaranteed student 
loans and Federal obligations. 

Earlier this week, as a result of discussions with the Department 
of Education, Sallie Mae agreed to extend additional credit for 
HEAF of up to $200 million. An initial disbursement of $38 million 
was made on Tuesday of this week. As was the case with our earli- 
er loans, this obligation is fully collateralized. We agreed to extend 
this loan to permit the development of a longer-term resolution of 
HEAF's difficulties. 

Finally, Mr. Chairman, there has been much speculation in the 
press about what role Sallie Mae may have in any permanent reso- 
lution of HEAF's problems. Early on, the department asked us to 
provide our preliminary thinking on a "what if basis. We have 
done so. I can assure you that were we to participate in a resolu- 
tion, it would only be if so requested by the Secretary and only to 
the extent it is consistent with our traditional sound business prac- 
tices. 

Mr. Chairman, Sallie Mae is proud of the role it has played in 
supporting the Federal student loan programs. We have fostered 
and encouraged student credit as Congress intended. And we have 
accomplished this task by prudently managing a well-financed, 
strongly capitalized corporation. Students, colleges, universities, 
lenders, and our shareholders have all benefited. I look forward to 
working with you and this committee to strengthen educational op- 
portunity, and I would be happy to answer any questions. 

Thank you. 

[The prepared statement of Mr. Hough follows:] 
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PREPAREO STATEMENT OF LAWRENCE A. HOUGH, PRESIDENT AND CHIEF EXECUTIVE 
OFFICER* STUDENT LOAN MARKETING ASSOCIATION (SALLIE MAE) 

Mr * Chairman , Members of the Committee , I am Lawrence A . 
Hough, President and Chief Executive Officer of the Student Loan 
Marketing Association, perhaps better known as Sallie Mae. I am 
accompanied by Timothy G . Greene , Executive vice President and 
General Counsel to SaXXie Mae. 

SaXXie Mae is a federaXXy chartered, stockholder-owned 
corporation which provides the nation's largest singie source of 
financing for postsecondary education. SaXXie Mae was created by 
the Congress in the Education Amendments of 1372. To foster our 
pubXic mission, assuring the avaiXabiXity nationwide of education 
credit, SaXXie Mae is expected to provide Xeadership in the 
education credit markets to ensure the continuation of private 
capitaX avaiXabiXity for student loans . We also serve the 
interests of our investors — commercial Xending institutions, 
educationaX institutions and the generax pubXic; it is their 
continued confidence — and investment — in SaXXie Mae that 
enables us to accomplish our mission. In carrying out that 
business mission, our shareholders expect us to achieve a reason- 
able return on investment and not to assume risks which would 
adversely affect our ability to do so* 

Since 1973 , SaXXie Mae has provided over $50 biXXion in funds 
and commitments for educationaX Xoans; this represents funding for 
more than 20 million student loans. Today the corporation, both by 
buying student loans and by providing collateralized warehousing 
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loan* to lender* to financa studsnt loans they own, fund* about 
four in ton of all studont loans outstanding. 

salll* Mas is ona of a vary small numbar of financial 
corporations that has bssn given a AAA cradit rating from th* 
rating agancias. This rating doas not rsly on our status as a 
government-sponsored sntsrpris* (GSE) , but rsflscts our -strong 
financial fundamentals." In 1981, whsn Sal lis Mas's obligations 
wars guarantasd by tha Dapartssnt of Education (XjAjl. by ths full 
faith and crsdit of ths United StatJs), our crsdlt rating was only 



In general, Sallis Mas is doing avsrything possibls to 
idantify and minimi!* th* various typ*s of ri*k to which it i* 
subj*ct. With th* advant of th* n*w du* dilig*nc* r*quir*»*nt* in 
1988, and tha ovarall climat* of ri*k-*hifting to th* private 
ssctor, ths potsntial cost of srror has csrtainly increased. 

Last y*ar tha Tr*a*ury Department studiad tha financial risks 
pos*d by various govan»snt-sponsor*d *nt*rpri*«*. Th*y concluded 
that Sallia Maa is **s*ntially not *xpo**d to a larga dagra* of 
business ri*k, cr*dlc ri*k, or int*r*st risk. Th* r*port stated 
that "Sallis Mae is a well-sanaged enterpriss with adequate 
controls to manage and monitor its operations. " 

Mr. Chairman, recently th* Department of Education announced 
that one of th* lsrgest guarantors in th* f*d*ral guaranteed 

studsnt loan program, th* High*r Education A**istance Foundation 

(HEAP), is experiencing financial difficulties. 
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HEAF is the guarantor of a portion of tha guaranteed student 
loans which Sallia Mae owns. Our ahara of HEAF loan* ia about tha 
saaa as tha ahara of HEAF loans in tha total Guarantaad Studant 
Loan Program. Tha large majority of loans in tha Sallia Maa 
portfolio ara alraady in rapaymant and, hence, can ba expected to 
axparianca insignificant dafault ratas. Tha dafault axparianca on 
tha amaller, nawar portion of tha HEAF-guarantasd portfolio can ba 
raliably pradictad basad on axparianca. Tha projactabla impact on 
sallia Mae's balanca shaat and aarnings will not ba material. This 
is trua sines, lika all guarantaad studant loans, HEAF-guarantaad 
loans ara rainsurad by tha Department of Education. Irraspactiva 
of HEAF' a financial situation, sallia Maa baliavas its claims on 
thasa loans will ba honorad. In fact, last week tha Sacratary of 
Education publicly statad that: 

"While HEAF's problams ara sarious to that organization, 
thay do not thraatan tha intagrity of tha nationwida 
Guarantaad Studant Loan Program or tha loans now guaran- 
taad by HEAF. Loans now guarantaad by HEAF will continua 
to ba guarantaad." 

Sallia Maa alao axtanda collateralized loans to participanta 
in tha studant loan program in addition to purchaaing loans. This 
activity incraasaa liquidity to landara and othar loan program 
participants. Consistent with this activity, sines 1984 Sallia Maa 
has axtandad collateralized advances to HEAF and its affiliates 
totaling about $800 million. Of that amount, $200 million haa been 
lent to HEAF itself. These advancea are more than 100% collateral- 
ized with guaranteed student loana and federal obligations. 
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Earlier this wiik, as a result of discussions with the 
Department of Education, sallia Mas agreed to extend additional 
crsdit for HEAF of up to $200 million. An initial disbursement of 
$38 million was mads on Tuesday of this week. As with our earlier 
loans, this obligation is fully collateralized* We agreed to 
extend this loan to permit the development of a longer term 
resolution to HEAF 1 s difficulties. 

Finally, Mr. Chairman, there has been much speculation in the 
press about what role sal lie Mae may have in any permanent 
resolution of HEAF's difficulties* Early on the Department asked 
us to provide our preliminary thinking on a ••what if 1 * basis, we 
have done so* I can assure you that we would participate in a 
resolution only if requested to do so by the secretary and only to 
the extent it is consistent with our traditional sound business 
practices. 

Mr. chairman, Sallie Mae is* proud of the role it has played in 
supporting the federal student loan programs. We have encouraged 
and fostered student credit as Congress intended. And we have 
accomplished this task by prudently managing a well-financed, 
strongly~capitalised corporation* Students, colleges and universi- 
ties* lenders, a^d our shareholders have benefitted. I look 
forward to working with you and this Committee to strengthen 
educational opportunity. 

I would be happy to answer any questions you have* 
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Senator Pell, Thank you very much. 

I have to be here, anyway, so I am going to defer my questions, 
and I believe the ranking minority member will not be coming 
b&ck* 

Senator Kassebaum. I am sorry. Are you coming back? 

Senator Simon. I am going to vote and come back. 

Senator Kassebaum. All right. Let me just ask briefly each of 
you, if you had to give one recommendation on how future prob- 
lems of this sort could be avoided, what recommendation would you 
make? Mrs. Frohlicher. 

Mrs. Frohlicher. I am not sure I have a recommendation at this 
point. I think that the guarantee agencies that exist across the 
country have indicated to the Department of Education their will- 
ingness to do their share in helping out with this program. I think 
that work is very strong. I don t have an instant solution, and we 
will be looking at this problem, too. 

Mr. Biklbn. First of all, as I said, I do think that the legislation 
and the regulatory changes that have been put in place will have a 
big impact on defaults, and hopefully that will help lessen prob- 
lems of this nature going forward. 

However, if this type of situation did come about in the future, I 
think it is imperative that there be a mechanism, whether it be 100 
percent is supplied, if that is not possible at least there be a mecha- 
nism so that other agencies could step in and take over the guaran- 
tee function and honor the existing liabilities. 

Senator Kassebaum. The figures show, as you know, that the leg- 
islative changes have meant a significant drop in the volume of 
loans. So perhaps this is going to work its way through the system 
in a positive way. 

Mr. Hough. 

Mr. Hough. I believe these events point up the need for much 
greater clarity in just exactly what the combined approach will be 
of the Federal Government in the guarantor structure to immedi- 
ately dissolve, eliminate completely any questions relative to the 
position that lenders and holders are put in as a result of the un- 
derlying elements of the law itself. The sooner that can be done, 
the better off the program will be. 

Senator Kassebaum. Thank you very much. Unfortunately, I will 
have to go vote, Mr. Chairman. 

Senator Pell. I will ask my questions. Thank you very much, 
Senator Kassebaum. 

Do any of you think there is any relationship, in appearance, in 
perception, between this crisis and the S&L? Mrs. Frohlicher. 

Mrs. Frohlicher. Oh, no. I know that various press reports have 
even gone so far as to categorize Federal payments for defaults, 
which is one of the two things the Federal Government does as 
bailouts. This is not in any way similar to the S&L. 

Senator Pell. Mr. Biklen. nnr . . „ 

Mr. Biklen. No, I don't think it is similar to the S&L crisis. But 
I do think that if this is not resolved, it could lead to a crisis for 
guaranteed student loans. 

Senator Pell. Mr. Hough. 
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Mr. Hough. I concur with Mr. Biklen. The problem is not a run 
on the treasury. The problem is the total deficiency of credit avail- 
ability to students who depend on such for going to school this fall. 

Senator Pell. I am going to have to leave, so I will recess the 
committee. Senator Simon will be right back, and he will resume. 
And I will be back in a few moments. 

[Recess.] 

Senator Simon [presiding]. The subcommittee will resume its 
hearing. 

As I listened to your statement, Mr. Hough, I didn't hear any 
recommendations for change. Maybe things ought to just stay as 
they are. Do you have any recommendations? 

Mr. Hough. Senator, there are a series of elements within the 
statute that the HEAF situation points up. Let me just touch on a 
couple of them. 

The ability of the guarantee agency to quickly establish the re- 
serves necessary to meet its responsibilities as it sees situations de- 
velop, as HEAF saw back in 1987 or 1988, clearly the outcome that 
we have in front of us today suggests that we don't have every- 
thing in the present program that allows the guarantee agency to 
quickly move in and make the kinds of adjustments to protect its 
reserves. So I think that warrants some attention. 

The second area deals with 

Senator Simon. And when you say it warrants some attention, 
are you willing to give us a specific recommendation before 1991? 

Mr. Hough. Yes, sir. We would happily work with the staff of 
this committee. 

Senator Simon. Good. 

Mr. Hough. I should also point out that there is a history, as I 
spoke last Friday—there are, indeed, strange bedfellows together in 
this program, but the pattern has been that with NCHELP and 
CBA and the schools together, we have fine tuned this program 
over the years. And it is a tribute to that effort on our part and the 
committees part that we have only had one incident such as we 
unhappily have in front of us over a very long history in a program 
that is very complex. 

The second possible area of attention would be in looking again, 
as I mentioned to Senator Pell, at what the holders and lenders 
have ahead of them in the event we get into these situations where 
insolvency looms as a possibility. As the vice president of Citibank, 
Steve Biklen, indicated clearly, it is the CBA's view and it is our 
view that there is a full commitment of the Government that 
strengthens the participation by lenders and holders in this pro- 
gram. 

A lot of the stir we have in front of us today is because some are 
questioning whether that commitment is complete. There is no 
question in my mind and I don't think there is any question in 
cba s mind that there is a full commitment. But if there is a way 
of reassuring that— there has been an expression in several in- 
stances that the whole area of "what happens if might well be ad- 
dressedm the statute, and it has not been, although it has been 

r£U86Q DQIOrG. 

Senator Simon. Mr. Biklen, you say, "We recommend that the 
subcommittee work with the Department of Education to establish 
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a process through which financial problems at guarantee agencies 
might be uncovered early enough for corrective measures to be im- 
plemented." , , j ^ 

Can you be more specific in what you think ought to be done.' 

Mr. Biklen. Well, I couldn't lay out for you this afternoon all of 
the specifics with respect to that, but I think given some time I 
could probably come up with some suggestions in terms of what the 
department might be looking at to enable it to ascertain whether 
or not an agency might have some problems. And I think that if a 
full understanding was had, we might be able to correct the situa- 
tion before it became a crisis, which we are discussing today. 

Senator Simon. Well, if at any point you have more specific sug- 
gestions, we would welcome them. 

If I could just underscore one of the points Mrs. Frohhcher men- 
tioned in her statement, "Studies show that the primary reason 
borrowers today are not repaying their loans is their financial in- 
ability, not their unwillingness to do so," I think the public image 
is quite to the contrary. I chink what you State here is the fact. 

In your testimony, you also state, "The board has also gone on 
record against continued GSL eligibility for courses of study of less 
than 600 clock hours in duration." I should know this, but I don t: 
Is that a common practice? Are there a lot of courses that are less 
than 600 clock hours in duration? 

Mrs. Frohlicher. Yes, there are. I don't have any number of 
them, but the Guaranteed Student Loan program is the only Feder- 
al financial aid program that enrolls— eligibilizes students in 
cc-irses of 300 clock hours. The standard for Pell grants and for all 
the campus-based program is a minimum academic years of 600 
hours. So what this leaves the Guaranteed Student Loan program 
with is students who are probably the neediest students going into 
very short courses— these could be 8- to 15-week courses— which 
are probably leading them to minimum wage jobs. And the only 
Federal aid they have available under Title IV is guaranteed loans. 

We are extremely concerned that the incomes that they can an- 
ticipate in the bulk of these courses are simply not the kinds of 
things that would sustain debt. We are not saying to the committee 
that the needs of those students not be met. But speaking for the 
loan community, we feel it is very bad public policy to have it be 
met by a loan. 

Senator Simon. And uy implication, you are suggesting that stu- 
dents attending the shorter courses are much more likely to be de- 
fault-prone? 

Mrs. Frohlicher. Again, because of the difficulty of what they 
train them for. They are entry-level jobs, nursing aides or sorts of 
things that are department store retail clerks, which are primarily 
minimum wage, noncareer ladder types of curricula. Those courses 
appeal to students to whom speed in getting into the job market is 
important. A welfare mother who wants to get off welfare doesn t 
have the time to take the same course for free in a community col- 
lege. But she can't sustain the debt with the job she would get 
afterward. 

Senator Simon. If I can use this example, in our society today, 
the fact that she is off welfare is not counted against the default. 
Thank you, Mr. Chairman. 
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Senator Pell [presiding]. Thank you very much, Senator Simon. 
Senator Jeffords. 

Senator Jeffords. Just a couple of questions. First of all, Mrs. 
Frohlicher, is there some advantage perhaps to having only guar- 
antors within a State rather than nationwide? Is there a problem 
with nationwide guarantors not being able to better understand 
those institutions that the lenders are guaranteeing? 

Mrs. Frohlicher. I think we have a mix of strong State-based 
guarantors. We have national guarantors. As the banking commu- 
nity begins to move beyond individual State borders, they often 
want to stay with the same guarantor. I think obviously— and his- 
tory proves this. The reason that the Congress went to a State- 
based guarantee system in 1976 was the obvious strength of State- 
guaranteed — State of nonprofit private guarantors within specific 
States as far as better default records than the Federal program 
that was in about half the States, much greater lender participa- 
tion. I think that as an organization we favor a strong guarantor 
system, and I think we have it in this country. 

Senator Jeffords. Thank you. I know we have worked hard to 
try and reduce the monthly payments through spreading them out 
and consolidating. Have we done enough in that area, or is the 
problem with the term of the loans are too short? Or what do you 
feel would help in getting a better situation for reducing defaults? 

Mrs. Frohlicher. Well, we run into budgetary problems, as you 
are too well aware, with great extensions of term of the loan. Right 
now we are still operating on the same 10-year term we did 25 
years ago although loan limits have increased geometricall> from 
the potential for an individual to borrow. 

I think that we need to take another look at the consolidation 
program. We need to look at how the interest rate to the student 
works in relation to the current market. As I say, our organization 
is going to be proposing to the community that we essentially go to 
an annually set market rate for interest payment by the borrower 
in repayment, which would ease the budgetary crisis and allow us 
in consolidation situations to effect longer terms without greater 
Federal budget costs as a result. 

Senator Jeffords. Mr. Biklen or Mr. Hough, would you have any 
comment on that last question from your own experience? 

Mr. Biklen. As I said in my testimony, I think that a number of 
the things that have been legislated or regulated with respect to 
default reduction, we have yet to see their full impact. I do think a 
lot of those things are going to have a very positive impact. There 
are probably a few other things that can be done, but I am reaPy 
hopeful that the things that happened are going to help a lot. I just 
think that there were a lot of people getting loans that never 
should have gotten them in the first place. And I think a lot of 
those things have been corrected. 

Senator Jeffords. Mr. Hough. 

Mr. Hough. The specific question as to whether an extension of 
term will have a positive impact in reducing default, my immediate 
reaction to that is no. I don't believe it will. I think the default 
problems we face today are not as aptly dealt with by merely ex- 
tending the repayment term. We have the ability to use graduated 
repayment, and that, in effect, can give relief on the front end. And 
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10 years is a long time in which to build up the income and the 
ability to pay off a loan. So I think the mechanism is in place. 

That would be my answer, sir. 

Senator Jeffords. Thank you. 

Thank you, Mr. Chairman. 

Senator Pell. Thank you very much. The record will stay open 
for a few days in case any of our colleagues want to direct any 
questions to you. 

Thank you very much, indeed, for being with us. You are ex- 
cused. 

We now come to our second panel: Mr. Stephen Blair, president, 
National Association of Trade and Technical Schools; Charles 
Saunders, senior vice president, American Council on Education; 
and Dr. Dallas Martin, president of the National Association of 
Student Financial Aid Administrators, an old friend of the commit- 
tee and of the chairman. 

Senator Simon. Mr. Chairman, I am going to have to leave for 
another meeting before their testimony is over. But these three 
witnesses have contributed immensely to this Nation, and I wish I 
could stay here to hear all three of them. 

Senator Pell. Thank you, Senator Simon. 

Mr. Blair. 

STATEMENTS OF STEPHEN J. BLAIR, PRESIDENT, NATIONAL AS- 
SOCIATION OF TRADE AND TECHNICAL SCHOOLS, WASHING- 
TON, DC; CHARLES B. SAUNDERS, JR., SENIOR VICE PRESIDENT, 
AMERICAN COUNCIL ON EDUCATION, WASHINGTON DC; AND A. 
DALLAS MARTIN, JR., PRESIDENT, NATIONAL ASSOCIATION OF 
STUDENT FINANCIAL AID ADMINISTRATORS, WASHINGTON, DC 

Mr. Blair. Mr. Chairman and the subcommittee, my name is 
Stephen Blair, and I am the president of the National Association 
of Trade and Technical Schools, which represents some 1,300 pri- 
vate postsecondary trade and technical institutions attended by 
some 650,000 students nationwide. 

Senator Pell. Hold the mike a little closer if you would. 

Mr. Blair. Yes, sir. I appreciate the opportunity to testify before 
you. 

NATTS is extremely concerned about the problem currently ex- 
perienced by the Higher Education Assistance Foundation, and we 
must maintain public confidence in the guarantees found in the 
Stafford Loan Program. In creating the Federal student assistance 
programs, Congress' clear intention was to ensure that all Ameri- 
cans, especially the poor, have access to postsecondary education. 
By specifically including trade and technical schools, Congress 
wanted to ensure that students would have access to the kind of 
education that best meet their interests, their needs, and their 
abilities. 

Today, more than ever, Congress should reaffirm its commitment 
to the access to our schools for the job market increasingly de- 
mands a skilled and educated workforce. Our schools provide half 
of the trained workers entering the job market today, and over the 
next decade 70 percent of all jobs will require some level of techni- 
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cal education beyond high school. And only 20 percent of that will 
require a traditional degree. 

NATTS schools will help the Nation meet that challenge of the 
1990's and the 21st century. In considering the default problem, we 
cannot lose sight of the congressional commitment to protect the 
opportunity of all students to get the kind of assistance and the 
training they need. Blame for HEAF's problems are not the fault 
of trade school students or our schools. HEAF's problems are due 
to the costs everyone faces who serves high-risk students and many 
other complicated issues. However, I would like to point out the 
special lessons that can be learned about the pitfalls of risk-sharing 
because the trigger is a form of risk-sharing. 

We are dealing with the problems that there are no incentives, 
only penalties, for dealing with high-risk students. While loan de- 
faults are serious problems, we should not exaggerate the magni- 
tude of the problem. The dollars in default is a function of the 
volume of borrowing. The default percentages remain constant, as 
the chart attached to my testimony points out. 

Student loan programs are extremely cost-effective. For every 
$10 going to students, the Government has only paid out 92 cents 
in defaults. Student loan programs have a lower default rate than 
Small Business Administration loan programs and many other 
Federal programs. The student loans have been a cost-effective way 
to open doors for millions of Americans of all economic back- 
grounds. They have helped millions pursue the American dream 
and become productive, economic contributors to society. 

Part of the default problem is due to the dramatic shift i;i aid. 
As Senator Kassebaum pointed out, in 1980 two-thirds of tha typi- 
cal aid package consisted of grants, while today only one-quarter is 
grant aid. We have created a brutal imbalance between loais and 
grants that means that our poorest students must incur the crush- 
ing burden of debt to finance their education. 

The default problem is not so much because of our schools but 
because of the population we serve. We serve in trade schools the 
full range and economic spectrum of the citizens of this country, 
and our schools also educate a higher percentage of low-income, 
women, and minorities than any other sector. These individuals 
are more likely to default on loans no matter what kind of school 
they attend. We recognize that there is a problem, and we are 
working with the Congress to make sure that the schools and their 
abuses are identified and routed out. 

NATTS has undertaken numerous reforms that have already 
produced concrete results. Priva o trade schools have experienced 
the largest decrease in default rates of any sector. The U.S. Con- 
sumer Information Center is now making available for iree our 
book called "Getting Skilled, Getting Ahead," which is consumer 
information on how to be sure the consumer picks a good school. 

In NATTS accrediting, we are aggressively policing our own 
ranks to eliminate bad business and recruiting practices and 
ensure quality of education. We are trying to send a clear message 
to the Nation that our schools have standards that are as stringent 
and exceed the stringency found in any other sector. NATTS is 
committed to ensuring that all of our schools offer high quality 
education for the students we teach and the businesses we serve. 
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We have been aggressive in supporting legislation which has 
banned the jumping of accreditation bodies from one another, and 
a bill that would require disclosure of completion rates for every- 
one. While the current situation with HEAF is a serious one, it is 
not a condemnation of the entire student aid program. The reme- 
dies that exist in the program to address student loan defaults are 
already in place and must be given the opportunity to demonstrate 
their effectiveness. However, the mission of the Federal assistance 
program must be maintained, and the needs of the students it 
serves must be protected. 

In order to ensure access to Federal student 3 id for a high-risk 
population that needs the aid most, there must be a coordinated 
effort to operate effective lender of last resort program. Further- 
more, Congress must look into the current fee structure in the loan 
program, recognizing the higher costs of serving a high-risk stu- 
dent. 

The brutal imbalance between Federal grants and loans must be 
remedied to prevent this Nation's neediest from incurring over- 
whelming debt burdens to finance their postsecondary. 

Finally, the issue before us today has not to do with HEAF or, 
more importantly, the students they serve, but rather how are we 
effectively going to fund the critically needed postsecondary educa- 
tion for all of our citizens. This country is in crisis. We must regain 
our competitive edge in the world marketplace. To do this, we must 
have the skilled professionals, artisans, craftsmen, and technicians. 
We cannot turn our backs on the citizens at this critical time. 

Thank you, sir. 

[The prepared statement of Mr. Blair follows:] 
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parcant, and tha atata guaranty aganciaa had a rata o£ 26.4 parcant . 
HEAT al*o haa higher dafault rataa for othar tactora of poataacondary 
aducation than did tha othar guarantaa aganciaa. For public 
poataacondary institution!, heat* rata wat 13.8 p«rc*nt usaf'i 
rata waa 9*3 parcant, and tha atata agendas' rata waa 10.3 parcant. 
For private, ron-profit achoola, HEAT * * dafault rata waa 14.4 
parcant, usXTi w«« 9.7 p*rcant, and tha atata aganciaa* waa 6.9 
parcant . 

Tha diffaranca bftmn tha HEAF default ratal and thoaa of othar 
guarantaa aganciaa in ail aducationai aactora ia significant bacauaa it 
indicataa tha HEAT, or ita aarvlcar. tha Highar Education Nanagamtnt 
and Raaourcaa corporation (HEHAJO, axpariancad difficu.tiaa in loan 
servicing. Ztm Department of Education ia currantly examining tha 
financial titration at HEAT, othar guarantaa aganciaa wera abla to 
keep thair dafault rataa lower whila aarving aimilar populationa of 
atudanta. Tha usaf and atata aganciaa* dafault rataa ara in kaaping 
with tha naticnal avaraga dafault rata for propriatary achoola. which 
ia around 27 parcant. whila heat * a rata ia aignif icantly highar . 

what i* important to nota hara ia that trada and tachnical achoola 
ara not tha only playara involved in atudant aid. Studenta, achoola, 
aervicara, and guarantaa aganciaa all muat play a rola in raducing 
dafaulta. "hlia aoata dafaulta ara expected, it ia our raaponaibiiity 
to anaura that thaae ara kapt to a minimum. HEAT* a difficultiaa in 
thia araa cannot be blaawd on trada and tachnical achoola who raliad on 
HEAT and HEMAft to aarvica thair atudanta ' loana - 

THE COST EFFECTIVENESS OF THE STUDENT LOAN PROGRAM 

Sinca tha incaption of tha fadaral atudant loan program in 
FY66, ovar 50 million atudanta hava recalved $106 billion in loana, 
whila tha doliara in dafault hava grown, the parcantaga of loana in 
dafault haa ramainad raletively constant. Thia diract corollary 
bftwt«n dramatic incraaaaa in loan volume and doliara in dafault ia 
ahown on tha chart takan from the Department of Education, off ica of 
Poataacondary Educations FTSS QSL Program Data Book that ia 
includad in iry writtan commenta. 

In FT99 alone, tha program providad 4.7 million atudanta with 
ovar $12.4 billion in loana. In fact, tha atudant loa. program* hava 
providad thraa doliara in aaaiatanca for avary dollar from th* fadaral 
traaaury. Dafaulta avaraga laaa than 30 parcant of tha program coat 
ovar tha lone run i 28 . 7S parcant*- For avary S10 going to »tudanta, 
tha govarnmer.t haa paid $.92 in dafaulta- intaraat aubaidiaa maka up 
tha bulk of -.-.a ramaining coat. 

According to an analyaia of tha fadt^al budget conductad by tha 
Dapartmant of Education, tha atudant loan programa hava a lowar dafault 
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rata than manv othar fadarally guarantaad loan program, including tha 
smII auainaa* Adminiatration Loan Program, commodity Cradit 
corporation* ?id tha Economic Dava lopmant Fund 

rinally, tha trua coat of dafaulte can only bo maaaurad by looking 
at defaults attar collactiona, or not dafaulta. Dapartmant of 
education dat% from rY8i indicataa that ot all atudant loan monay, 
517. 5 billion in achool, $27.6 billion la in rapaymant, and $45.1 
billion ia outttanding. At that tima, $89. 2 billion had baan loanad 
cuawlativaly of that total, only 9.2 porcant or billion wara in 

dafault aftar collactiona, Uaarly half of all loana mada in tha 
program hava ,-aan totally repaid, and an additional 40 parcant ara in 
auccaaaful rapaymant* 

Tha fadaral atudant loan programs rapraaant a 25-yaar commitment 
to poataaconcary aducation. By avary maaeura it haa baan a coat 
affactiva met ^d to provida a wida ranga of atudanta and thair families 
with tha nac«*aary funda to puraua poataacondary aducation. 

SHIFTS IN STU^S HT Alp rHOH POOH TO Ml DOLE INCCME STUDENTS 

A racant raport iaauad by Amancan coilaga Taating (ACT) indicataa 
that from 19^8 to 1990. thara haa baan a dramatic ahift in atudant 
financial aaa*»tanca programa from poor to middle-incoma and affluant 
studanta. S:nce tha paaaaqa of tha fadaral Middla incoma studant 
Aaaiatanca Aci in 1976, moat inatitutional , atata. and fadaral atudant 
aid programa mvt baan axpandad to includa a qraatar parcantaga of tha 
middla* and hiah- incoma atudanta. 

Limitad funding and an ever- increaaing fadaral deficit furthar 
dacraaaa tha aaaiatanca that tricklaa down to tha naadiaat of 
atplanta. while naada analyaia originally providad vary poor atudanta 
* *th a aignif icant portion of thair fadaral aaaiatanca in tha form of 
grant aid, thia ia no longar tha caae. Eligibility of middla* and 
high-incoma atudanta for baaic granta haa addad to thia atrain on tha 
availabla grant aid to tha naadiaat atudanta, now, avan tha pooraat 
atudanta muat incur dabt to financa thair aducation. 

Tha brutal imbalanca batwaan loana and granta that haa forcad our 
naadiaat atudanta to raly upon loana to financa poataacondary education 
muat ba ramec-ed. In I960, granta conatituted 40 parcant of tha 
typical aid package, with loana makino up moat of tha ramaindar . Mow. 
granta comprise only 29 parcant of tha typical packaga. couplad with 
othar changaa in atudant aid. auch aa a cap on borrowing undar tha 
Stafford Stuaent Loan proaram and reetri'rtiona on supplamantal Loam 
for studenti *LS>, paopl* at a increaeinoiy hard-praaaad to pay for 
tha educaticr. raquirad for many of tha Tobe currant ly availabla. 

Tha grant loan imbalance and incraaaad aliaibility of 
middle- income ttudente haa limitad availabla aid for poor atudanta wno 
wtrt tha intended banafactora of tha fadaral ftudent aeeietance 
programa. Thia alao maana tha atudanta graduating from moat 
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poeteecondary educational institutions ambark on their eereer path 
carrying a crushing dabt burden. Clearly, tha original mission of the 
Higher Education hrt of 1965, and Amendments of 1972, for need-ba*ed 
fadaral studant aaaiatanea programs ia not baing mat. 

THE CRITICAL NEED TO SERVE N ON -COLLEGE STUDENTS 

Private trade and technical schools provida tha forum for tha 
non-college bound to puraua a poet secondary aducation. Furthermore, 
tha naad for skilled workers incraaaaa tha demand on thia country to 
aducata and produce a mora technically capabia workforce. 

Tha Department of Labor estimates that ovar tha naxt decade, 70 
percent of all }obe will require some form of technical education 
beyond high echool. only 20 percent of theae jobs will require a 
traditional college degree. Only 50 percent of all high school 
graduates will go on to college, and 42 percent of those atudenta do 
not obtain a college degree. However, federal, state* and local 
governments and privste entities spend $45 billion a year eubeidizing 
college studants, yet barely 57 billion a year on poetsacondary 
education for non-college bound youth. Continued acceaa to federal 
student aid ii the only option for many of thaee individuals to finance 
their future. 

The proprietary sector continues to provide quality education 
and outcomes to the full economic spectrum of our citizens while at the 
same time ear zing a disproportionate percentage of low income 
individuals, women and minor itiea. The following atatistics 
demonstrate a dedication to serving the high risk and a commitment to 
quality education! 



o sixty-one percent of private career school atudenta 
graduate, compared to 43 percent of students in public 
community colleges, 59 percsnt in four-year collegea, and 
3 3 percent in Job Corpa. 

o Tne placement ratea for graduates of trade and technical 
schools is 81 percsnt. 

o r?rty-thrss percent of private career school students have 
an income of less than $11,000. 

o Private career schoola educate a nxgher proportion of women 
■ " * percent) than any other postcecondsry sector. 

o r-rty percent of privste career acnool students are 

tr.nor ities . 



Ail of *he current studies on America' a aeility to compete in tne 
world economy clearly indicate two things: 1 - the critical need for 
skilled artisans, craf ts per sons * and technicians; snd, 2 > 
minorities, women and immigrants will make up a significant portion of 
the future workforce. 
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NATTS REFORM MEASURES 

while wt ere concerned about the problem* with HEAT, we also 
recognize that iom schools have abused students end the student aid 
programs, we sre working with the Congress end the Department of 
Educstion to rurb these abuses. NATTS recommended end fully supported 
the provnicr m the Omnibua Budget Reconciliation Act of 1989 that 
prohibite federal financial aid to atudenta attending echoole which 
have voluntarily withdrawn while under a show cauee order from an 
accrediting body or whoee accreditation ha* been revoked* such echoole 
are now prohibited from participating in the Title IV programa for at 
Leeet two yeim 

NATTS also aupporta the legialatlon now being considered by 
congreaa which would require thet ell echoole diacloa* completion 
ratee, as well ee placement rates end peee rates on liceneure exeme 
where applicable, to prospective atudenta- "e believe thet arming 
studente with thie information will help to reduce defeults. students 
ehould be ebi* to make sound consumer decieiom ebout where to ettend 
school . 

in addition to theee efforts, NATTS commiisioned e consumer guide 
book in 1989 ceiled Petting Skilled, Getting Ahead . The book telle 
atudenta what questions to aak and what Co loo* for before enrollinq in 
a private career ■chool. It* ia endoreed by both Department of 
Education and the U.S. Coneuamr Information Center. It ie the moat 
requeeted publication in the U.S. Coneumer Information center'a 
hietory. This free coneumer Information tool help* student* make sound 
educational ~noices, thereby decreasing their potential for default - 

The NATTS Accrediting Commission effectively evaluatee echoole and 
rigorouaiy entorcee ite high standards. In 1988, 9.3 percent of 
echoole eeekmg initial accreditation or reaccredltatlon were denied. 
A number of ether echoole seeking reaccreditetion voluntarily withdrew. 
Schoolt removed from accredit stioh frequently sought remedies in the 
courte. To date, NATTS hee generally been eucceaaful in theee court 
decieione. Since April 1990, court coete for NATTS have exceded 
$70,000, 

Regarding initial accreditation, irany schoole expreaa an interest 
in NATTS accreditation, of every 100 schools attending our 
pre*applicatir-s workahop, at which potential applicant schools learn 
about the NATTS standards of accreditation err the rigoroua review 
proceee, about 50 actually apply. 

The NATTS Accrediting commission has recently inatituted several 
changea to iin ftandarde of accreditation whir." will fuither *nauie 
good management and education practical in NATTS accredited ichooli . 
Among these are the following changen 

Recruitment . The etendarde now require that :=rrufiiaeiona be given to 
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recruiters only upon ths ssrlier of the studsnts complstion of ths 
program or 3 A days aftar the start of ths program, rsthsr than on 
enrollment. 

Branching t Ths procedure for starting brsnch campueee hss bssn 
tightened to include multiple visits beginning prior to ths 
establiehment of ths branch. Ths NATT9 Accrediting Commission believes 
that whils ths Department of Education does not specifically rsquirs 
such sxtensivs oversight of branching, it is in the best interests of 
both ths studsnts and ths schools to monitor branching cloasiy. 

Tuition rsfund policy i The cossiission yotsd tc sKtsnd ths rsfund 
policy to studsnts tsrsiinsting their educstion within 75 psrcsnt of ths 
program from ths prsvious lsvsl of 50 percent 

Associats dsgrss programs t To ensure public confidence in the valus 
of sn associate degree froei NATTf-accredited institutions, ths 
commission vot«d to rsquirs s high school diploms or rscognizsd 
occupational Studiss degree. 

DEFAULTS AND IlATTS SCHOOLS 

while sny abusss or mismsnsgsment srs a ssrious concern, it is 
important to nots that they are not the root of the default problem. 
All reaearch demonstrstss thst ths dsfsult rats of a poatascondary 
institution, lsndsr, or guarantee sgsncy is primsrlly s function of 
ths population served . The cost of sducsting "at-risk" studsnts, and 
making and administsring loans for tham, ars orsstsr regardleaa of the 
type of poatsecondary institution the students attend. 

Because trade and technical schools ssrvs a aignif icantly higher 
proportion of lov-incosss individusls, imsin, minorities, and at-risk 
studsnts than any other poatascondary sector, our default ratea tend to 
be higher. In spits of this high-risk population, trads snd tschnical 
schools srs successful, ss dssjonstrstsd by our complstion snd placsment 
ratea. while trade and technical schools have higher completion ratea 
than other sectors, we i.re continuslly striving to improvs. 

With rsgsrd to defaults, we launched s msjor Osfault Hsnsgsment 
initiative over three years ago in conjunction with othsr groups in ths 
propristary sector. This program haa been adopted, in whole or in 
part, by seven state guarantee agencies, we are currently conducting s 
second ssries of workshops for this initistivs. which includss sn 
snphasis on "economic life skills." 

Ths results of this effort srs already evident. The secretary of 
Education rsoortsd thst trade and technical schools posted the largest 
decrease in loan defaulte of any aector of postsscondsry education from 
Piacal Year :?§* to Piacal Year 1987. Althoucn the Department of 
Education haa chosen this yesr not to rsport *.hs dsts by sector, our 
anslysis show* thst trsds snd tschnicsl schools hsvs experienced the 
lsrgsst drop in 
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defaulte in fiscal *ear l**e. Theee declinee can be attributed to 
varioue effcr-i. but the private career echool eector'e Default 
rianegament Initiative haa playad a eignificant role . 

h# ara proud uf our raducad dafault ratee becauee we recognize 
that avary d' lar in dafault that ia collected can than ba 
redistributed to othar naady students. However. «t alao racognixe that 
if too much emphasie ie pieced on low dafault ratee. echoole. lendere, 
and guarantor! will ba laaa inclinad to verve at-riek atudanta who hava 
a highar propanaity to default, thoaa people parhapa moat in need of 
educational opportunity. w # amat taka care tc addraaa p-operly tha 
dafault problem without compromieing tha access of thaaa atudanta to 
tha education they need, 

NEED TOR EFTECTIVE OVERSIGHT 

while w« continue to take effective steps toward lowering default 
ratee. all participante in the program muat accept their than of the 
reeponsibilitv for earving high riek populations. Thia reeponeibility 
includea effective overeight and enforcement of dieting law. deeigr.ed 
to maintain accaaa to the programa. 

In the face of the rapid growth in tha student loan progreme, the 
lavel of oversight from the Department of Education waa decreaeed. The 
etaff levals and number of program reviewe during the paat decade 
declined significantly, while the number of school* participating in 
the etudent loan progreme eecalated. Serving high riek atudente and 
limited overeight increaae the potential for defaulta and program 
abuaee . 

PRESERVING ACCESS TO* THE HIGH RISK 

Many of the etudente who are aerved by tha federal etudent loen 
program could not poeeibly obtain a loan from any othar source. In 
many inetancee. theee indiviiuala do not have a credit hietory, or have 
a vary poor credit hietory, and have not maintained tha eame addreee or 
the aama job for *4 extended period of time throughout their entire 
lifs. Many of tlieae piople are producte of a variety of federal 
aeeietance prc^rame. a» U "i+l continue to rely on euch progreme if they 
are not given the opportunity to obtain the neceeeary education and 
akille to become employable. 

Great caution muat be exer?ieed in the consideration of 
reetrictive pclicy deeigned to "tighten up tha program." euch aa credit 
checke end cc-signere. wa cannot deny theee leant to the atudenta 
who moet need them, and those upon whom eociety will rely heavily for 
ite workforce in the near future- Currently, the return on 
inveetment is great. Every tax-dependant person using a Stafford 
Loan to enable them to become a tax-paying person paye for 65 defaults. 

The Department of Education i» required tc eneure that the very 
high riek ara servad by the federal atudent lean progreme. The policy 
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eetabliehed to aerve thaaa population! ie the lender of laat reeort 
provision. vSUf each etate hat a deeignated guarantee agency that 
eervee at the Lender of laet reeort, tha policy hae not been 
conaiatantly :.mple*antad. In ordar to ensure that all atudente have 
aceaaa to fedaral atudant aaaiatanca, tha Department of Education muat 
not only iaa t? tha implementation of thia policy by aach atata agency, 
but aiao muet provide tha appropriata guidance and overeight to tha 
deeignet guarantee agenctee to aaaura effective and financially 
ttabla wanegement of tha program*. 

REMEDIES PROPOSED BY THE DEFARTHEWT OT EDUCATION 

Tha Adminietretion haa propoaad aavaral changea which it maintain* 
will halp avcid futura aituationa eimilar to what HEAF la 
experiencing. Among thaaa ara Iandar riak eharxng, cradlt check* for 
Loan applicant*, raquirad cosigner*, and linking *ome loana to high 
achool performance. Soma of thaaa propoaala ara racaiving support 
from aome Hembere of Congraaa. 

Landar riak aharmg t Tha Administration propoaa* that lendere ba 
raquirad to share in tha riak of aarving high riak atudanta by reducing 
tha reinaurante rata from 100 percent to a lower parcantaga if tha 
landar hea a certain dafault rata, Given that a ehorteae of landara 
willing to land to high riak atudanta alraady exiata, raducing tha 

. . _ i . _ — *. _ _w_-_..fc.»*._ nr^hUn t.andiri would 

uy 



willing to iano to nign riiK ««wnvi • * - 
rainauranca vculd only eerve to exacerbate th:i prcMem, Landart 
likely -rad-lma- inatltutiona aarving academically and financial*, 
at-riak atudanta* Thia would cauaa a furthar daclina in tha ability of 
high tiak atudant* to obtain poataacondary education. Mora 
importantly, tha raal af facta of coat ahanng ara *aan in the collapse 
of HEAF . 

cradlt chacka for borrowra and raquirad co-aignara * Requir ing 
cradit chacka and co-aignara for borrowers in tha fadaral atudant 
loan program* would diractly contradict tha tuaaion of thaaa programa- 
Tha fadaral student loan programa, aa praviousiy notad, wara originally 
craatad to prcvide aaaurad aceaaa to fadaral student aaaiatanca for all 
people, ragardlaaa of thair eocio-econoauc atatua or cradit history. 
Tha programa wara developed uaing a naad-baaad ayatam of providing 
varying degrees of grant and loan aaaiatanca to all aligibia studenta 
Tha aforementioned propoaala fly in tha faca of tha baaic pramia* of 
guaranteed naed-beeed fadaral atudant aaaiatanca- 

CONCLUSION 

Tha fadaral atudant loan programa calebrst* their silver 
anniveraary of continual **rvic* in providing itudanta with access to 
po*taacondary aducation- Tha atudant loan pr^orama that have 
affactivaly aarvad ovar 50 million atudente. providing them with S106 
billion in loana and boaating an average nat dafault rata of 
approximately tan parcant- Tha growth in tha dollara in dafault is 
directly related to rapid growth in the volume of the atudent loan 
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programs, while percentage of loans in dtfault hat rwiintd relatively 
cQ&iunt. 

while the current situation with HEAP it a ttriout ont P it i» 
not a condemnation of the entire student loan program. The remedies 
exists in the program to address student loan defaults and must be 
given the opportunity to demonstrate thair effectiveness. However, ens 
mission of the federal assistance program must be maintained, and the 
needs of the students it ssrves must be protectsd. 

In ordsr to ensure acceee to federal assistance for the high nek 
population that needs it the most, thers must be a coordinated sffort 
to operate an affective lender of last rssort program* Furthermore, 
Congress mutt look into ths current fee structure in the loan programs, 
recognising the higher costs of serving high risk students. The brutal 
imbalance between federal grants ind leans mutt be remedied to prevent 
this nation's neediest students f 1 om incurring overwhelming debt 
burdens to finance the post secondary educational opportunity of their 
choice. 

rinally, ths issue before Us today is not what to do with HEAF 
or more importantly the students they have served, but rather how are 
we effectively going to fund the critically needed poeteecondary 
education for all of our citizens. This country is in a crieia - we 
muet regain cur competitive edge in the world marketplace. To do this, 
we muet have skilled professional, artieane. cref te people, and 
technicians we cannot turn our baeke on any of our citizene at thu 
critical time- 

Thank you very much for your attention, i *ould be happy to 
anewer any queetlons at thle time. 
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Senator Pell. Thankyou very much, Mr. Blair. Mr. Saunders. 

Mr. Saunders. Mr. Chairman, thank you very much for holding 
these hearings to explore the dimensions of the problems HEAF is 
having and the reasons they came about. 

I think in the short run it is obvious it is very important that the 
Education Department restore lender confidence in the program, 
and assure all eligible students that they will be able to continue to 
borrow. I think we heard some assurances from the Secretary this 
morning, and I find his statement encouraging. 

For the long run, though, it is essential to address some of the 
larger problems in student aid that have brought these problems 
about. And we are counting on your continued leadership, Mr. 
Chairman, as we go into the reauthorization process to explore 
some of these problems. 

The first basic problem, it seems to me, is the rising tide of de- 
faults caused by over-reliance on loans as a primary form of assist- 
ance. The decline in the value of grant aid is well known. This 
issue has already been commented on this morning. I would just 
like to say that a primary goal of reauthorization should be to 
assure that regular inflation adjustments are made to the Pell 
award and to minimize borrowing by needy students, particularly 
at-risk students. And I am happy to note, Mr. Chairman, that this 
is one of your stated priorities, if not your highest priority, in reau- 
thorization. 

The second basic problem is the need to strengthen the fraud and 
abuse provisions in existing law and regulations. I note in my testi- 
mony the NCS study of defaulters which notes that something like 
88 percent of defaulters, or 83 percent of defaulters either have not 
completed a bachelor's degree or received a lesser degree. Half of 
all defaulters were enrolled in vocational programs, and almost 
half have incomes after they get out of less than $6,000. 

Such statistics underline the need to give the Department of 
Education more flexible authority to distinguish Lctween schools 
that do a good job of educating or training high-risk students and 
those that don't. It is also vital to strengthen the process for deter- 
mining institutional eligibility. Accreditation and licensing proce- 
dures must be tightened. The Secretary should have authority to 
decertify accrediting agencies which are not doing an adequate job. 

Accrediting agencies need limited protection from damage suits 
and authority to use arbitration as an alternative to court action. 
The Secretary should be required to make a determination that a 
State has established adequate licensing standards as a condition 
for any institution within its borders to continue to receive Federal 
aid. Tlie States should also assure that proprietary school programs 
demonstrate the need for courses and the quality of the instruction 
before they are approved, just as collegiate programs are scruti- 
nized. State guarantee agencies should be given authority to refuse 
guarantees when they have clear evidence that a potential for 
fraud and abuse exists. 

My statement contains a number of other suggestions, Mr. Chair- 
man. I will close by saying we look forward to working with you 
and the committee on these problems in the months ahead. 

[The prepared statement of Mr. Saunders follows:] 
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PREPARED STATEMENT OF CHARLES B. SAUNDERS, JR., SENIOR VICE PRESIDENT, 

AMERICAN COUNCIL ON EDUCATION 



Mr. Chairman and Member* of the Subcommittee: 

On behalf of tha American Council on Education, the 
national coordinating body for higher education, I appreciate 
this opportunity to comment on the recently reported financial 
problems of the Higher Education Assistance Foundation, and 
their implications for all of postsecondary education. 

Just last week, ace president Robert Atwell wrote to 
Secretary of Education Lauro Cavasoa to express support for 
his efforts "to avert a crisis in the lending community which 
could jeopardise the availability of loan capital to students 
entering college this fall*" 

The letter emphasized: "it is vital that the Department 
take the necessary steps to assure that the integrity of the 
program will be maintained. In this regard... it is important 
to end press speculation that the federal government may not 
have the necessary authority to resolve (HEAf's) current 
financial problems. I believe that the statute is very clear 
in giving the Department full authority to assure lenders that 
100 percent of the guarantee on loans held by HEAF and other 
guarantors is backed by the federal government." 

I want to underscore the importance of assuring that all 
eligible students will continue to be able to borrow through 
the Stafford Guaranteed Student Loan program. This can best 
be accomplished by maintaining lender confidence in the 
program, through asaurances that lenders who follow prescribed 
rulas till continue to receive full payment on tha default 
claims they submit. Anything the Congress can do to elicit 
such assurances would be of tremendous assistance in stemming 
the recent erosion of confidence in the program. 
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In tht longer term, the HEAF situation serves as a 
warning that the present reinsurance structure of the Stafford 
Loan program needs to be thoroughly examined during the 
reauthorization of the Higher education Act, But the 
reauthorization process must also address a number of larger 
and more basic problems with the student aid system that 
contribute to HEAF' s current financial difficulties, these 
problems include: the growth in defaults caused in large part 
by overreliance on loans as the primary form of federal 
student assistance, and the lack of adequate regulations and 
incentives to prevent fraud and abuse of the student aid 
programs. 

Defaults and the Grant-Loan imbalance 
The disturbing growth in defaults over the past decade is 
one of the mor** obvious consequences of the substantial 
decline in grants as a proportion of all aid which has taken 
place during that same period of time. Although 
appropriations for student aid have increased significantly, 
the value of student benefits has sharply eroded. The maximum 
Pell Grant declined 16 percent in constant dollars between 
1980 and 1989; funding for Supplemental Educational 
Opportunity Grants declined 25 percent; College Work-Study 29 
percent; Perkins Loans 58 percent, and State Student Incentive 
Grants 39 percent. 

As a result, access to higher education and the ability 
of low-income students to choose the college or university 
that best meets their needs has become a more serious problem. 
As Guaranteed Loans were converted from loans of convenience 
for middle-income students to a need-based program, the number 
of low-income students borrowing and defaulting has grown 
alarmingly: annual net default costs, after collections, have 
risen *rom less than S200 million in FY 789 to over $1 billion 
in FY 89. 
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A primary goal of federal policy should be to provide 
regular, reliable inflation adjustments to the Pell Grant 
award and other grant assistance for all needy students. 
Pederal policy should also minimise borrowing by needy 
students — especially academically at-risk students. This 
would restore a more appropriate balance of grant and loan 
funds and would substantially reduce the level of defaults. 

A recent NCCS study of defaulters demonstrates the result 
of the current grant/loan imbalance: 50 percent of defaulters 
never coapleted a degrae prograa, and another 33 percent 
earned less than a OA degree. Half of all defaulters were 
enrolled in vocational programs, and almost half of defaulters 
had incomes after leaving school of less than $6,000* 

The Weed to Strengthen fraud and Abuse Provisions 
Such default statistics underline the need to distinguish 
between institutions which provide effective education and 
training programs for high-risk students, and those which do 
riot. The Department currently lacks adequate authority to 
differentiate between institutions and target its actions to 
those with serious manageaent problems: instead* it must issue 
blanket regulations which impose unnecessarily restrictive 
regulations on institutions which manage the federal funds 
properly in order to regulate those who do not. 

It is alaO vital to strengthen the process for 
deteraining institutional eligibility for student assistance 
programs. As the Departaent's inspector General pointed out 
in his recent semi-annual report to Congress, specific 
institutional policies and practices contribute directly to 
the Incidence of loan defaults. 

Accreditation and licensure procedures and controls must 
be tightened. The Secretary should have authority to decertify 
accrediting agencies which are not doing an adequate job, and 
to remove from eligibility schools whose accreditation has 
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been withdrawn. Accrediting agencies should be given limited 
protection fro* damage suits, and authority to use arbitration 
as an alternative to court action. They should be required to 
establish standards for minimum length of programs, and to 
dettraine whether courses are needed to provide minimum skills 
for entry-levml employment* 

States should be required, as a condition for any of 
their postsecondary institutions to receive Title IV HEA 
assistance, to assure the Secretary that they have established 
adequate licensing standards. Such standard* should govern 
the sthical and business practices of all postsecondary 
institutions, prohibit alsleading advertising and 
solicitation, and establish the rights and remedies of the 
consuming public. They should also assure that proprietary 
programs are subject to the same requirements as colleqiatc 
prograas to deaonstrate the need for the course and the 
quality of instruction* 

State guarantee agencies should be given authority to 
refuse guarantees when they have clear evidence of a potential 
for fraud and abuse. State education agencies should also be 
empowered to stay the review, processing, or issuance of any 
license in cases where officers of the institution have been 
convicted or are under investigation for violation of state or 
federal statutes or the regulations of any recognized national 
accrediting agency* 

rurther restictions are needed to deal with related 
issues such ss recruiting practices, the eligibility of new 
branch campuses* the definition of ability to benefit, and the 
sale of stock in proprietary institutions. 

we look forward to working with the Subcommittee in the 
months ahead to address these and other problems during the 
reauthoriiation process* to ensure that the current situation 
is not repeated. 
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Senator Pell. Dr. Martin 

Mr. Martin. Thank you, Mr. Chairman, Senator Jeffords. 

Once again, we have the Nation student loan programs in the 
spotlight, and I guess that has heightened somewhat in the past 
few weeks as it has become public knowledge that the Higher Edu- 
cation Assistance Foundation had sought permission from the Edu- 
cation Department to transfer some of its loan guarantees to the 
Nebraska Student Loan program. That was turned down, and I 
would say that it is my opinion that the refusal of the Department 
of Education to allow that transfer was a mistake. And had it been 
permitted, it seems to me that we would not only have minimized 
Federal costs, but we would have avoided most, if not all, of the 
public uncertainty that currently is focused upon this important 
program. 

I think it is unfortunate that many people have tried to focus the 
attention of this as speculation, that it is caused by greed or mis- 
management. I can say to you clearly, Mr. Chairman, that I do not 
believe that that is the case. To the contrary, I think most in- 
formed individuals who understand the student loan programs and 
the functions that are performed by all of the guarantee agencies 
would judge HEAF's internal operations as some of the best in the 
Nation. 

While the revelation of HEAF's difficulties have caused many 
to — again, unfairly — criticize the student aid programs and the 
Guaranteed Student Loan program in particular, I am pleased to 
sit before you to say that at least on behalf of all of our members, 
we feel that the program has been and is working very well. The 
vast majority of students that are served by this program are not 
only responsibly lepaying their loans, but as has been pointed out, 
they would have been denied opportunity to have successfully bene- 
fited from postsecondary education if we had not made these loans 
available. 

If I may, Mr. Chairman, to help illustrate this point, I would like 
to enter into the record a copy of one of our most recent publica- 
tions. It is called "Student Aid Success Stories: Celebrating 25 
Years of the Higher Education Act." This publication highlights 
the accomplishments of 46 Americans who have been recipients of 
Federal student aid since 1965 when that historic legislation was 
adopted. It shows that the investment that we have made in this 
country is worthwhile and that clearly these programs, while not 
perfect, have been a wise investment on the part of the Congress 
and the United States into its people. 

Still, I think there are several factors that need some additional 
attention, and so let me touch upon some items that I think are 
important to the discussions before us. First, I think it is important 
to remember that the Stafford Student Loan program has become 
the ultimate access program for many students for whom it was 
not intended. As originally enacted, Mr. Chairman and Mr. Jef- 
fords, we know that the program was designed to assist students 
from middle-income families who were encountering cash flow 
problems in meeting their educational expenses. 

Today, it is a strict means-tested program for which most moder- 
ate income families cannot qualify. As such, the financial charac- 
teristics of the current cohort of borrowers are much different 
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today than they were five, six, or even 7 years ago. As we have tes- 
tified before to this committee, this means that we are dealing with 
a higher risks portfolio than we were previously. 

Second, the proportion of Federal grant moneys available to 
enable a high-need student to meet educational costs has declined 
over the past ^decade, while reliance upon student loans has in- 
creased. This increased reliance on student credit programs to ini- 
tially finance many low-income, disadvantaged, and often poorly 
prepared students has certainly helped to maintain access to post- 
secondary education, but it is also resulting in additional default 
costs and, I might add, the destruction of many students' future 
credit when they do not successfully persist in their academic ca- 
reers. 

Third, legislative actions to constrain Federal costs in the Part B 
programs, influenced primarily, again, because of our budget defi- 
cits, have imposed unanticipated revenue reductions on all guaran- 
tee agencies while simultaneously we have imposed upon them and 
asked them to perform additional administrative tasks. 

If you look at some of the things that we have done — the imposi- 
tion of the multimillion-dollar spend-down, the recall of agency ad- 
vances, the limits on the three percent fixed cap on the borrower 
insurance premium, the reduction from one percent to one-half a 
percent on the administrative allowances that the guarantors get 
now when they get the 90 or 80 percent reinsurance figures— these 
are all examples of how we have squeezed the program financially, 
at the same time we have increased the risk. And what has oc- 
curred during this, Mr. Chairman, is that we have basically eroded 
reserves, we have disrupted anticipated cash flows, and as a result 
we have perhaps put more at risk the obligations that the entities 
are responsible for. Simultaneously, we have asked them to do 
more. 

Fourth, I would make the notice that the primary oversight re- 
sponsibility for the operation of the Guaranteed Student Loan pro- 
gram with lenders and schools has primarily been shifted from the 
Education Department to the guarantee agencies without adequate 
reimbursement to perform such tasks or proper authority to under- 
take what is sometimes needed, and that is decisive action. 

There are many other things that I could say about the program, 
but I think it is important to recognize that guarantors cannot sud- 
denly terminate its school or lender agreements without going 
through a defined due process route. And in many cases, the de- 
partment is responsible for giving that permission, and that per- 
mission often comes too slowly. 

There is more we could say, Mr. Chairman, but in closing, let me 
just make three quick points. 

First, I believe that the coverage in the popular press and the 
furor that has resulted from HEAF's problems is resulting in many 
students and parents who are now calling our institutions and 
asking whether or not these occurrences will negate their loans for 
the coming year. While we are trying to assure these students and 
parents that this will not negatively impact them, people still are 
unnecessarily concerned. This is, indeed, unfortunate and is caus- 
ing doubts. We need assv nces as soon as possible that everything 
is okay. 
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Second, let me say that I think that the department needs to 
move very quickly to resolve this in order to alleviate these kind of 

concerns. 

Third, any associated Federal costs that may be incurred as a 
result of addressing the current problems, we believe very strongly 
should not come out of the limited dollars that are currently being 
allocated for the other Title IV programs, either for this year or for 
next. The money in turn should come first from the funds that are 
being collected by the department from its IRS offsets, which are 
doing very well, their other collection activities, or from their own 
student insurance fund. If additional moneys are then needed, Mr. 
Chairman, I would suggest that we do it through a supplemental 
appropriation. 

Thank you very much. 

[The prepared statement of Mr. Martin (with attachments) fol- 
lows:] 
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Mr. Chairman, member? or the Subcommittee* over the past tevcril months, the operation 
of the nation 'I federal student loan programs has been a topic of review by several 
legislative committees. The scope of this review, however, has become heightened in the 
past three weeks after it became pubic knowledge that the Higher Education Assistance 
Foundation (HEAP) had sought permission from the Education Department to transfer some 
of its loan guarantees to the Nebraska Student Loan Program, to overcome its Intermediate 
financial difficulties and to meet its financial obligations. The refusal by the Education 
Department to allow this transfer, in my opinion* was a mistake, and bad the transfer been 
agreed to, it would have minimized federal costs and avoided most, if not all, of the public 
uncertainly that since has been focused upon the Ouaranteed Student Loan programs* 

In spile of unwarranted assumptions on the pan of some who assumed thai HBAFi 
financial difficulties were caused by greed and mismanagement, the fact is that this is not 
the case. To the contrary, I believe that most informed individuals who understand the 
student loan programs and the functions to be performed by the guaranty agencies would 
judge HEAP 1 ! internal operations as some of the best in the nation. In reality, the 
problems that HEAP is encountering are due; first, to the percentage of higher risk loan 
paper that comprises its portfolio; second, to the changes that have occurred over the past 
several years in the financial assurances that undergird the student loan system's structure; 
and third, to the lack of flexibility afforded to any guarantor to limit its exposure from 
assuming questionable paper when it discovers that the party with which it is doing business 
Is performing unsatisfactorily. 

While the revelation of HBAP's difficulties has caused many to again unfairly attack the 
student loan programs and to question the worth of the nation's investment in them, I am 
pleased to appear before you on behalf of the National Association of Student Financial Aid 
Administrators and our 3.400 members to clearly state that the overall structure of the 
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Guaranteed Student Loan programs has and Is wotting well* and that the van majority of 
students who are served by ti not only am responsibly repaying their loans, but would have 
been denied the opportunity to have successfully benefitted from poatgeoondary education 
without audi loans. To help illustrate this point, with your permission I would like to have 
entered Into the record a copy of one of our Association's most recent publication entitled 
Student Aid Success Stories...Cetebratint 25 Years of the Higher Education Act TWs 
publication highlights the accomplishments of 46 Americans who have been recipients of 
federal student assistance since 1963* 

Hie enactment of the Higher Education Act of 1965 created the legislation that began the 
Part B student loan programs, and those programs in concert with the other Tide IV student 
assistance programs have since enabled millions of our citizens to secure the needed 
education and training to make them productive members of our society. The programs are 
certainly not without their faults, but overall, they have been, and continue to be* one of the 
wisest and best investments that America has ever made In Its people. That Is why 
NASPAA members and many others who know the facts become very concerned when 
some people and the popular press focus almost entirely upon the problem areas of the 
program or on the actions of a few irresponsible people and try to assert that the whole 
system is Qawcd and not worthy. 

Any responsible evaluation would show that the overtll system of student assistance has 
been, and continues to be, a great success. Still, it is appropriate that this Subcommittee, 
which has jurisdiction and oversight responsibilities for the programs, monitor them carefully 
and make changes as needed. There are several factors, however, that need additional 
attention, and other facts that need to be communicated. 




137 



3 

1. Today, the Stafford Student Loan program has become the ultimate access program for 
many students for whom It was not intended. As originally enacted, the program wai 
designed to assist students from middle-income families who were encountering cash flow 
problems In meeting education expenses. It was also conceived to be a loan program thai 
would only be used to assist students from low-income families as a last rcson, ami then 
only after those students had exhausted their eligibility for other grant, work, and more 
highly- subsidized loan programs. 

Since the early 1980s, however, the focus, use, and eligibility criteria for the program have 
changed dramatically. Today, it Is a strict means tested program for which most moderate 
Income families cannot qualify. As such, the financial characteristics of the current Cohort 
of borrowers are much different than they were even Ave or seven yean ago* As we have 

testified before, these eligibility changes have made the Stafford Student Loan paper "higher 
risk" than H was before the restrictions went adopted. 

2, The proportion of federal grant monies available to enable a high-need student to meet 
educational costs has declined over the past decade, while reliance upon student loans has 
Increased. This shift In funding priorities has resulted in the necessity to award higher than 
desirable amounts of student loans to nearly all students from low income families, and to 
many who are not as academically well prepared as *omc of their counterparts, to pursue 
postsecondary education. Increased reliance on student credit programs to initially finance 
poorly prepared students has helped maintain access to postsecondary education, but is 
resulting In additional default costs and the destruction of many students' ftiturt credit when 
they do not successfully persist in their academic endeavors. 
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3, Legislative actions to constrain federal casts in the fart B programs. Influenced 
primarily by overall budget deficits, have Imposed unanticipated revenue reductions on 
guaranty agencies while simultaneously requiring them to perform additional administrative 
tasks. Actions primarily precipitated by budget reconciliation over the past few years have 
resulted in decreased sources of revenues for all guaranty agencies. These actions have 
made those who have higher than normal amounts of high risk paper, or those who have 
experienced a significant decline in loan volume to be at greatest risk. The Imposed multi- 
million dollar spend-down, the recall of agency advances, the three percent fixed cap on 
borrower insurance premiums, and the reduction from one percent to one-half of one percent 
in administrative allowance paid to guarantors who hit the ninety or eighty percent 
reinsurance triggers, are examples of revenue changes that have affected the guaranty 
agencies, in isolation, these changes may appear to be minimal* but taken together, they 
have reduced incoming fends in a given year, eroded reserves, and disrupted anticipated 
cash flows needed to meet previously incurred obligations* Simultaneously, additional 
legislated and regulated responsibilities have been imposed on the agencies which, In turn, 
have increased their operating costs* The combination of these factors though perhaps well 
intended, has certainly weakened the overall financial viability of the agencies. 

4* Primary oversight responsibility for the operation of the GSL programs with lenders and 
schools has been shifted from the Education Department to the guaranty agencies without 
adequate reimbursement to perform such tasks or proper authority to undertake sometimes 
needed decisive action. Over the past several years, the Education Department has 
significantly reduced the number of program reviews and audits it has performed. In large 
part, this has been caused by reductions in Departmental salary and expense requests, but 
also by administrative allocation priorities within the Department. The result has been that 
the program review and audit responsibility, without reasonable resources or compliance 
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authority, has gifted to the guarantors. While I believe the agencies have performed this 
function filriy well given the circumstances, It does not, In my mind, relieve tte Education 
Department of their administrative responsibilities for overseeing and ™* n ag*ng the 
programs. While nobody wants to talk about It, the fact remains that there have been 
several circumstances hi which unsatisfactory performance on the pan of soma Individual 
schools or lenders was uncovered, and should have boon stopped* But the authority for 
taking this corrective action or Initiating the process to terminate these parties rested within 
the Department As such, corrective actions to address problem areas have often dragged 
on for severd months* and fosses due to these occurrences have been greater than necessary. 
While we all believe in Insuring due process for all parties involved, somebody should have 
"turned the faucet off** when these circumstances arose rather than allowing the "money to 
flow" while we performed an investigation to determine who was right I realize that the 
Education Department felt it needed additional authority to take some of this corrective 
action, but I would observe that the Administration has not been as aggressive in making 
the esse for expanding such authority or folly utilising the authority it has to properly 
manage the program as well as it could. 

It should also be noted that under current statutes and regulations, a guarantor cannot 
suddenly terminate its school or lender agreements without going through the defined due 
process route, nor can it limit or define its area of service without concurrence from the 
Department of Education. Yet the guarantor hu to assume the liability, while the 
Department resolves the Issue. Hie result is that when problems begin to arise, the 
guarantor li unfairly penalized because It cannot properly respond in a timely manner to the 
changing environment in which it finds itself. In large pan this Is what occurred in the 
HEAP case. Perhaps It is time we all take anoihe look at whether or not this is tte way 
we want the program to operate. 
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There to much more that could be Mid In regard to the current circumstance that has 
necessitated this hearing, but let me close my remarks by making three points. 

First, the coverage In the popular press and the furor that has resulted from HEAP'S 
problems Is resulting in msny students and parents calling schools and asking whether or 
not these occurrences win negate their loans for the coming year. While we are trying to 
assure students and parents that It will not negatively impact them, people are unnecessarily 
concerned, and tUs is indeed unfortunate and only adds doubts about the programs. 

Second, the Department and the Administration can and should take responsible action to 
resolve the HEAP situation as soon as possible* without cor tpoundlng the problems or costs 
that will be incurred. 

Third, any associated federal costs that may be incurred as a result of addressing this 
current problem should not come at the expense of limited dollars that are currently being 
allocated for the other Title IV programs for the current or the next fiscal year. The 
Department should first be required to use the funds it Is collecting from its IRS off set its 
other collection activities, and its own current student loan Insurance fund. If these are not 
sufficient, then additional funds should be requested through a supplemental appropriations 
MIL 

Again, I appreciate the chance to appear before you, and can assure you that our 
Association win be more than happy to lend any assistance we can in helping to resolve 
this issue. 
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Texas Guaranteed Student Loan Corporation 
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August 1# 1990 



The Honorable Claiborne Pell 
Chairman, Senate Subcommittee on 
Education, Arte and Humanities 
United States Senate 
Washington, DC 20510-3901 

Dear Senator Pell: 

s.veral option, with rag.rd to the i oi.pos Education 
current f in.nci.l diMlculti.. of th. Signer 

section, in pert, calls for: 

-the Secretary determines that (i) eli 2t^* 

•Ei. 1 - irr-:' -tJiiiis " f ?riu 

borrowers • . • •* 

th. curr.„t .it».tion •« "i"^, ^'crSfd «"uf S 

assist the Department of Education in a. 
to the HEAP problem. 

nr .„ Cronin of the Massachusetts Higher Education 

Education a most workable alternative "J"™' aCcept 
major guarantee agencies who "«uld fc* w w "jSJ th. HEAF 
responsibility for th. "udent loan, within tne 
portfolio from their respective states. * co P' , 
Massachusetts Solution" is enclosed for your review. 

t «rg. you to express to the Department of Ration 
strong support for this "l^ion. Mo J^ftj^J^u. 
the Guaranteed Student Lo.n Program, inciu aing 
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The Honorable Claiborne Pell 
August 1, 1990 
Page 2 



pursued that would weaken the relative financial 
position of the respective entities in the GSLP 
marketplace. 

Whatever solution the Department of Education ultimately 
chooses must restore public confidence in the integrity 
of the GSLP and reaffirm the time-honored policy of the 
federal government to stand behind the guarantee on the 
student loans. Access to guaranteed student loans must 
be maintained, TGSLC and its several state guarantee 
agency colleagues stands ready to cooperate with the 
Department of Education in that effort. 

Your attention to this most serious matter is greatly 
appreciated* 

Sincerely, 



Joe L, McCormick 
President 

JLM/alg 

Enclosure 

cc: Members , Senate Subcommittee on Education, 
Arts and Humanities 
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MMlAChUSf IIS 

SwvMm^^-.oj.- SSSion 

<u.,jum «t «M-t4)* Assistance 
Wrpnenewr Corporal ton 



July 23, 1990 

Edward C Stringer 

General Counsel 

US. Department of Education 

Room 4091 

400 Marylaitd Avenue, SW 
Washington, DC 20202 

Deal Mr- Stringer, 

The Dcwnroent of Education ns$ siked for suggestions on how to deal with the education 
loan guarantee function of a multi-state guarantee egency. 

'JJSySSultatloo with major pUyers who have I strong^ record of 
nlrtWriSa in the program The Department k enUtkd to the best 
SX^ofWbVriofSNitlr^l Council ofHlgher Educa.ton Loan 
frcSami and of the Consumers P Jtkers AuocUtfon. EducatJon loans 
areata* possible by • publlcprfvete panwrship and probtani ought 
£ be^reued with the sssbtance end idvice of tvge •tatthoWen 
and partner*. 

2, solutions that itrengthen the state-based nature of the program. It 
to very difficult for the Department or for any one guarantor to dee) 
witAloOOKhooU and 14\O0O lenders. These relationships can be 
bctSu • m^SSS 1st a state level. A major sohidoa would be to 
essta wSponslbflitiee, Including for career ichooji. back to the 
states In which the schools e&t or the students live so that the 
schools (snd lenders) can be properly reviewed and assisted 

The Hither Education Assistance Foundsdon has sssfsted national orgsniationi as well as 
Kf several iute* for which they are the deslgnsted guemntor. The proper »oh)Uon to 
to art each of the other fifty guarantors to stiume responiibiUty for si [of the schools 
£ their iSeT This was endremsins federal polky, one preferred by the vast majority 
of lists public snd private gusrantort. 

You hive requested our ei»litanee In offering solution! to the current HEAP •itus ,, on. 
We sre^eaied to respond. Attached please find s concept paper which we hope sddrcssei 
the major concerns. 

Please feel free to contact me ihould you have any questions. 

fcteptiM. Crontn 
Prudent 
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MHEAC CONCEPT PAPER 



The U.S. Department of Education and Congress mutt address two aspects of the problem 
should any guarantor ceaie to be financially viable. 

1. how beat to make new loan* available, and; 

2. how to handle the existing portfolio of loans. 

1. Making sew loans available is the easier problem. Each school, lender, and state 
could pick a guarantor which is either geographies^ proximate or which could 
establish an affinity with that state, territory or district It would be prudent 
to encourage multiple guarantors to offer new loans rather than let any one 
guarantor make one billion dollars of additional student loans. Bigness carries 
heavy risks, a potential neglect of proclaims assistance, « lack of familiarity 
with lenders and schools, and some serious diseconomies of scale. Also, any 
guarantor growing more than 100 percent In one year could And themselves broken by 
the additional burden one year later. 

The Department should assist guaranty agencies m developing capacities to take on 
an additional state if necessary. Soma of this h taken place in the past on a 
voluntary basis such as when Pennsylvania (FHEAA) assumed new guarantees for South 
Dakota after Congressional mandates to spend down reserves. Other guarantors have 
assisted other states with loan processing or servicing function on a contract 
basis. 

mi»» nuuciit mui jjiuftiau* «i« aiM miuuuj cununu* io oc opcrsieo on a state 
basis. During the 1970*1 there was concern that minority students did not have 
access to student loans. Citicorp, SaOie Mae and HEAP pledged support to United 
Negro College Fund colleges and to Hispanic parents in the League of United Latin 
American Citizens to make student loans available. Subsequently several states 
properly have assumed this responsibility, found lenders, and provided capital to 
■1) students and their colleges. That is the basic format provided for in the 
Higher Education Amendments; to ask one guarantor to do that which is presumably 
required of all guarantors may perpetuate inequality of service ind concentrate 
risks of service to low income students on one guarantor. In fact, each state has 
signed an sgreement to serve the students in thst state. 



1 4 1) 



145 



The Department should convene a meeting to leek colltborition among guarantor* 
to provide access to new loans. The staffs of NCHELP and CBA will provide 
support and leadership In obtaining commitments. Etch of these associations his 
elected leaders who are major participants in the education loan program* They 
are pledged to maintain access for students and to ensure conscientious 
administration of programs. 

1 The assumption of responsibility for approximately $9 billion in existing 
student loans is a heavy burden. It should be shared among three or more 



The Department might be concerned that a large portfolio be •broken up" in the 
process of being parcelled out However* HEAP loans are currently in many 
places - with HEMAR in Minneapolis, in Texas agency, also in Ohio, and with 
Sallie Mae and elsewhere. Responsibility or ownership of loan portfolios can 
transfer wen when they are kept with the same servicer* They can be sold and 
divided into parcels as, indeed they often are* either before or after going 
into default 

The existing $9 bflUon in guarantees could be divided into bundles of $1 
billion, $2 WWon, or S3 billion and apportioned among three, four, five or 
even nine guarantors. Each would be assured 100 percent guarantees for loans 
already approved. This reinsurance provision would be necessary to a period of 
time* 

The coat to the federal government for this reinsurance is reasonable - about 
one cent on the dollars of total loans for year one, ooe half cent the second 
year, and half that for year three. 

The Department wiD be obligated to pay 100 percent on HEAP claims now held and 
to be submitted in October 1990. first month of the new fiscal year* 

No existing guarantors would be able to pledge existing reserves to do anymore 
than pay claims promptly. For this purpose agencies might require assurances of 
expedited payments to reinsure one million dollars in claim payments a day, $20 
million a month (but cbove the $3 million a day and $60 million a month now paid 
by HEAP). Again it would be more manageable for the Department to ask three or 
more guarantors to process and pay these claims. 
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Also, three agencies might htvt more success in claims aversion. The 
effective guarantors in 1990 do not reit with the minimus phone calls but 
rely heavily on computerized tervicei and tuto dialers to make as many as 
twenty or thirty calls to delinquent or pre-default borrower*. On a huge 
portfolio theie effort* become extremely cost-effective. The Department of 
Education ibouM require the guarantor! |fve evidence of their performance 
in using prc-elaimi avenion techniques. 

There are additional measures the Department should take. The Inspector General and 
icvera] guarantors have taken aggressive action to identify schools which violaw fedv/al 
regulations, which short change students and spoil the program. 

A team of fifty federal program reviewer* Inspector General staft and FBI agents should 
visit those 250 schools which have the highest incidence of cancellations and defaults 
and the lowest rate of program completions and placement These are ineffective schools 
and chains of schools* TT>ey should be suspended from the programs. The weakest will 
then fold This wfll save money for the government and preserve the career aspirations 
aod credit eapadty of prospective students. Access to inferior educational programs is 
no access at alL 

The existing collection at schools, aod a few lenders, need aggressive policing* Again, 
multiple guarantors could handle this function better than any tingle guarantor. The 
advantage* to the federal government wCQ include substantia] cost-savings from lubsidies 
on loans not made and improvement of program integrity. 

We are pleased to offer additional details (below) which adhere to the above fundamental 
position. MHEAC is also willing to accept a leading role in coordinating, participating 
guarantee agencies. 

I. Management end Systems Inlepat^ 

While this Is one of the most critical aspects in formulating a plan for the transfer of 
HEATs various functions and responsibilities, we feel seriously hindered In addressing 
specifically management and system issues without obtaining some essential data. We would 
hope, that the selection process would allow for the Department of Education to provide, 
or, at a minimum, facilitate the delivery of appropriate data prior to selection. 
Section V of this proposal addresses a number of related data requests. 
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In eddition, the ibility of any guarentor to effect • smooth transition to predicated on 
the assistance end support of appropriate end skilled HEAF staff. Wc would went to gain 
the confidence of individual! who axe dedicated end knowledgeable in each HEAP student 
loen area. For thto puipoee we would review performance record! and conduct perional 
Interview! with staff. At any rata, we would went to mu^ penonnel diiruiHion end to 
assure key individuals of our Intention to provide a continuing positive working 
environment 

In order to ascertain proper placement of functions and necessary system enhancements to 
rupport the transition, we would conduct a comprehensive review of computerized end 
manual support systems. Various individual guarantors may be best equipped to handle 
specific functions, while other components may be most effectively maintained on current 
HEAF systems through a coordinated servicing arrangement with the participating 
guarantors. Again, this an only be determined after fuD review. 



n mtrihmtnnrn^ 

As e general concept, of the HEAF portfolio end guarantee functions should be distributed 
emongst the participating guarantors. Distribution would be eased on management and risk 
MMeamenta, financial and system capacity, expertise, and geographical reach of the 
various guarantors. For purposes of discussion, the portfoBo is divided into tour 
functional areas: 



o new loan volume, 

o loans guaranteed prior to distribution, but not delinquent, 
o delinquent loans and default claims pending, 
o defaults paid prior to distribution. 



1. New Loans 

New loans may be defined as those loans which are currently pending, or may be generated, 
by schools or lenders who would generally use the HEAF guarantee. These may fall into 
three categories: 

o Loans to be guaranteed in HEAF designated states (D.C, Kansas, 

Minnesota, Nebraska, West Virginia, Wyoming), 
o SpecUjiiograimsuchuMedLoar^UwL^ 

o Guarantees from other sources (specialised school programs, FastFile, 
etc.) 
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For the first category, our proposed approach would be to review In detail the various 
HEAP programs in each state. The review will require disclosure and thorough analysis of 
information in response to questions noted In Seetion V of this proposal. In general, 
however, we would recommend the redesignate of guarantor for each of these states 
amongst the participating guarantors. This will insure that uninterrupted support and 
access to student loan funds for students, schools, and lenders to these states is 
matched with the ability of the designated guarantor to absorb and guarantee this new 
loan volume. 

Special programs win be reviewed in the same manner and assigned to participating 
guarantors based on fit with existing guarantee agency program* For example, MHEAC 
currently supports the Law Access Loan Program, which may be compatible with the current 
HEAF LawLoans portfolio, minimizing disruption and facilitating the transition to the new 
guarantor 

In general, for the third group, a state by state review would be conducted 
and, where possible, these guarantees would be assigned, after some transition period, to 
local guarantors . If we are unable to convince all state guarantors to assume guarantee 
responsibilities, then the participating guarantors would recommend distribution based on 
an appropriate ft with their existing portfolios, In the event that the portfolio mix Is 
unable to support integration of some of these programs, we would recommend the adoption 
of lender of last resort criteria. 

In all cues we would want to ensure consistency of guarantor for students with prior 
HEAP guarantees so that prior and future loans are not split between participating 
guarantors. 

r Loam guaranteed hv HEAP but not delinquent 

Loans already guaranteed by HEAF would be subject to review and analysis, again based on 
questions posed in Section V of this document While these loans are all part of the 
current HEAF portfolio, actual servicing may be handled by a number of different lenders 
and servicers. We recommend the following: 

• Immediately identify significant holders and servicers, 

• Oather data specifically related to holder and servicer portfolios, 
e.g. volume, delinquency rates* status (in*school, deferment, 
repayment, etc.), 




ERIC 



149 



o Establish appropriate communication with these entities for purposes 
of facilitating transfer of the guarantee without Jeopardising due 
diligence, timely filing, or pre-clalm aversion support 

o Assign various holder/servicer grouping* among the participating 
guarantors. 

o Any transfer made would take Into account geographic location, system 
capacities and spedfle guarantor portfolio mi 

* P*Ifpq uent ind fl* fa MH a * im * p^ in « 

Loans which have already moved into stages requiring pre-claim assistance or claim 
processing and payment would be analysed separately to aactruin Immediate action 
requirements. Such action would Include: 

• For delinquent loans not yet In default, participating guarantor! 
would work with holders and servicers to assure Immediate pre-clsims 
claims aversion activities. 

• Depending on our review and assessment of HEAFs Internal systems 
capacities, we may elect either to use HEAFs systems to support these 
activities or to transfer activities to those guarantor! most able to 
•ten In immediately, fai either case, a focused management program 
wouri be established in order to minimise default activity. 

• For claims already in process at HEAP, we would assess the capacity of 
the HEAP system to conduct review and process claims for payment If 
necessary, these claims would be transferred to one or several of the 
participating guarantors for claim payment processing* 

4. Bejajfla peid >y to dhtributtan 

We understand that the Department of Education may be Interested In assuming this portion 
of the HEAP portfolio. However, in order to ease administrative burden on the Department, 
to support continued timely due diligence, and, where possible, to improve on HEAP 
recoveries, participating guarantors would be willing to step in and assume portions of 
the portfolio that fit most closeh; with their current default recovery activities. In 
this case, distribution, for example, might be appropriate by current residence of 
defaulted borrowers. 
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Additionally, the guarantor! would deliver Information for IRS offset, federal employee 
match program*, perform credit bureau reporting requirement*, and work with external 
agencies and law flrmi for appropriate pursuit of these account*. 

IF fiimrintee* and Admlnistr«tNc flQfll 

While we obvioualy need to obtain more Information before defining a proposal, we would 
propose, in general, the following: 

• The Department of Education would fully reinsure all claim* that are 
pending with HEAP at the point of transfer. 

• This full reinsurance would bo extended for some period of time 
probably 12-18 months) to loan* that have been guaranteed by HEAP 
prior to the point of transfer, the specific length of this "grace 
period" would be determined based on further analysis of the HEAF 
portfolio. 

t We would require an arrangement with the Department whereby 
participating guarantors would be reimbursed for claim payments on an 
accelerated basis for a period of time to be mutually determined 

• At the end of the 'grace period", each participating guarantor would 
incorporate aU transferred loans into their individual loan 
portfolios for purpose* of federal reporting, including trigger rate 
calculation*. 

t We would expect that the Department would hold harmless the 
participating guarantors from any violation* prior to transfer, 
including gaps in guarantee agency due diligence, Improper review of 
accounts for claim payment, or any errors or omissions by the 
guarantor in making or servicing the loan*. 

e The effective date of transfer sheO be mutually agreed to by the 
Department of Education and the partidpatui j guarantor*. 

e The participating guarantor* wffl assume full responsibility for 
complying with federal guideline* for all activities after the 
agreed-to transfer date. 

e The Department of Education and the participating guarantors wO) 
mutually agree on an appropriate reimbursement for expense* inclined 
by the participating guarantor* In relation to this activity for the 
period up to the effective transfer date. 
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To the extent pouible, the d.tt on HEAP requested should cover it le.it • 
three year period. 

• Moit recent audited financial statement*, 
f Most recent biennial compliance report, 
t Federal quarterly report*. 

• Copie. of manual* of internal procedure*, *chool and lender 
procedure*. 

• Computer system documentation, including user manual*, functional 
tpecificatJoni, flowchart*, description of computer hardware, etc 

• Copie* of mo*t recent federal audit* * review*. 

• Copie* of contract* with external vendor* or »ervicer*. 
t Copies of lender and *chool agreement*. 

• Description of portfolio by program (Sufford/PLUS*LS> DcteJU to be 
discussed with appropriate individual*. 

• Monthly pre-claim and claim activity report*, including pr«« liim * 
received and cured, data* received, rejected and paid. 

• Management report* for recovery activity, including recoverie* and 
placement* for ouuide vendor*. 

• Internal budget income and expense report*. 

• Internal financial projections or planning models. 
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Tiding and Support 
Speedy action is required. 

1. Within 48 houn ten of the leading student loan experts in the nation could be 
summoned to a meeting in Washington* D.G 

1 The Department mutt be perceived by state guarantors as a leader, a convener, a 
probl^m-soMng partner not simply a passive and reluctant regulator or inspector. 
For an effective, low coat solution in 1 percent of the total liability, everyone 
must come together and provide mutual assurances. 

3. Three professional associations can provide positive, constructive logistical 
communication, and public Information support: 

The Contumer Bankers Association, the largest education lender 

The National Council of Higher Education Loan Programs, the 56 guarantors, secondary 

markets, and others. 

The National Association of Financial Aid Administrators, the campus aid officers. 

Each of them know about the problem, as does SaUie Mae, and can assist in promoting 
a speedy consensus and legitimising any constructive action. 

4. There must be assurances that the loans will remain in existing locations. It is not 
possible even with tape transfers, to shift batches of $100 million in student loans 
from one servicer to another. This means that SaUie Mae, HEMAR and other services 
must be assured of a continued flow of fee revenue for the first year. They, too, 
must be Involved in meetings and consultations. 
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achieve their success. 

spools a. ?hose who are financially well off. 
not stand in the way. 




iK, Veenis 
President 
Student Loan Manager 
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—Introduction 



Many of the Student Aid Success Stories profiled in this book would 
not be here if not for an event that occurred nearly twenty-five years 
ago, on November 8, 1965. Sitting at a desk at Southwestern Texas 
* State College, his alma mater. President Lyndon B Johnson signed into 
law the Higher Education Act of 1965. In so doing, he opened the 
doors of the nation's schools, colleges, and universities to all 
academically qualified citizens, regardless of race or socioeconomic 
status. 

The genesis of this historic legislation goes back to January 1 2, 1965, 
when President Johnson sent Congress a special message on education. 
Toward Full Educational Opportunity" stated that "every child must 
be encouraged to get as much education as he has the ability to take." 
Specifically, President Johnson said that "four major tasks confront us: 

♦ To bring better education to millions of disadvantaged youth who 
need it most; 

♦ To put the best educational equipment and ideas and innovations 
within the reach of all students; 

♦ To advance the technology of teaching and the training of teachers; 



♦ To provide the incentives for those who wish to learn at every 
stage along the road to learning." 

Ten months after his challenge to Congress, President Johnson 
signed into law the Higher Education Act, which addressed the 
postsecondary goals of his education message. The Act included 
Educational Opportunity Grants, the first program of scholarships to 
undergraduates ever passed by Congress; federally insured student 
loans, which evolved into today s guaranteed student loan programs 
(Stafford, PLUS, and Supplemental loans); and a continuation of the 
National Defense Student Loans and College Work-Study programs. 
Over the years, the Act became the comprehensive umbrella for all 
federal programs (other than research programs) supporting higher 
education. 

Looking back, we see that the promises held out by the Act have 
been fulfilled for millions of our ^tizens. The Success Stories featured 
in this book are representative of those who have been afforded the 
opportunity that President Johnson envisioned and who had the 
opportunity to succeed because of the nation s investment in them. 
As we read the stories of these Student Aid Successes, let us remember 
the words of President Johnson as he signed the Higher Education Act: 

"When we leave here, I want you to go back to your children and to 
your grandchildren — Tell them we have made a promise to them. 
Tell them that the truth is here for them to seek. And tell them we 
have opened the road and pulled the gates down and the way is open, 
and we expect them to travel it" 

Kathleen Hogan McCullougb Dallas Martin 

NASFAA National Chair NASFAA President 
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Public Law 89-329 
89th Congress, H. R. 9567 
November 8. 1965 

an act 



79 STAfg 



To iimitlfi tb* tdodtloMl iwuicm of our colUt^ and nalTwaltlae and 
U 



MHM1 UN «WK«WW»i hb« w*w — -» \ Li . 

pvrle* ^nM^i AMliUncv for ■toaeat* In portMcoodary iw UtMr 



Bs U mocfd fry tko SenaU and Emm of RtprestfUatow of Ms 
UniUd 8ftu of Amone* m Congrom ommblod, That this Act may 

tHlM^Hi^Mr Eduction Act of 1966". "™ Actor 1965, 

TITLE I— COMMUNITY SERVICE AND CONTINUING 
EDUCATION PROGRAMS 

AmOniATTOWS ATJTHOBXEEP 

Ssa lOt For the purpose of uniting the people of the United 
Stiff in the solution of community problems such as housing, poverty, 
government, recreation, employment, youth opportunities transporta- 
tion, health, end lend use by enabling the Commissioner to make 
grants under this title to strengthen community service programs of 
colleges and universities, there are suthomed to be appropriated 
ta6j000j000 for the fiscal year ending June 80, 1966, and $50,000,000 
for thafimsl year ending June SO, 1967, and for the succeeding fiscal 
year. For the fiscal year ending June 80, 1969, and the succeeding 
fiieal year, there may Ve appropriated, to enable the Commissioner to 
lY^k* such "grants, only such sums as the Congress may hereafter 
authorise bylaw, 

imrmm oK or oomnrNrrr vestige fsoosam 

See. 10fc For purposes of this title, the term "community service 
program" means an educational program, activity, or service, includ- 
ing a i later rb program and a university extension or continuing 
location offering, which is designed to assist in the solution of com- 
munity problems in rural, urban, or suburban areas, with particular 
emphasis on urban and suburban problems, where the in*itution 
offering snob program, activity, or service determines— 

(1) that the proposed program, activity, or service is not other- 
wise available, and 

(ft) that the conduct of the program or performance of the 
activity or service is consistent with the institution's over all edu 
cstioml program and is of such a nature as is appropriate to the 
effective utilisation of the institution's special resources and the 
oompctSDciss of its faculty* 
Where course offerings are involved, such courses must be university 
exten sion or continuing education courses end must be — 

(A) fully acceptable toward an academic degree, or 

(B) of college level es determined by the institution offering 

AiAomczirrs to states 

Ssa 108. (a) Of the sums appropriated pursuant to section 101 for 
•eehLceT yeiV, the CcsnmissiSeVi^ allot $86,000 each to Guam, 
Amer^flamoa, the Commonwealth of Puerto Rico, and the Virgin 




Islands and tlOOJOOO to each of the other States, and he shall allot to 
each State an amount which bears the same ratio to the remainder of 
such sums ss the population of the State bears to the population of all 
States. 
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Stanley Koplik 

Board of Regents Executive Director 
BA State University of New York, 

College at New Pattx 
MP A New York University 
Ph D. The University of Kansas 

Stanley Koplik. Executive Director of the 
Kansas State Board "f Regents, was 
appointed bv the Senate to serve a three 
year term an the Advisory Committee 
on Student Financial Assistance Accord- 
ing to Stanley, it provides "an objective 
view of current financial aid mechanisms 
and procedures with an eye towards 
improving the student aid system, from 
both philosophical and mechanical 
perspectives'" 

The Committee makes recommenda- 
tions to Congress and the Department of 
Education on how to work with the $20 
billion financial aid programs. "Being on 
the Committee gives me a great opportu 
nity to visit with some of the best minds 
on student aid issues Coinciden tally, I 
am then able to bring back to Kansas 
many new thoughts " 

The Kansas State Board of Regents 
oversees the organization, management, 
and control of the state's universities and 
colleges. Stanley is the principal liaison 
between the Board and the campuses. 

Before accepting his current job, 
Stanley was the Commissioner of Higher 
Education in Missouri and a Budget 
Analyst for the state of Kansas. He also 
worked for the U S State Department as 
Chairman of the Department of Social 
Sciences at a diplomatic high school in 
Pakistan. In 1985, Stanley was Chairman 
of the Kansas Public Television Board 
"We distributed funding to the public 
radio and television stations. It was 
exciting since I had a hand in directing 



the course of public broadcasting in 
Kansas 

"I worked throughout college, but I 
reached a point where I needed a little 
help to pay all of the bills. Financial aid 
allowed me to complete my education 
on schedule." 

Rod Bartien 

Chemistry and Physics Professor 
El Milisaps College, MS 
PhD. University of Florida 

Today Rod Bartien is an accomplished 
author, lecturer, scientist, and professor 
at the University of Florida's Quantum 
Theory Project, the largest institute of 
its land in the world When Rod entered 
college 25 years ago, he wasn't sure 
whether he wanted to be a poet or a 
scientist The decision was made when 
I finally realized I never knew what T S 
Eliot was trying to say. 

"I was |ust a 4 B* student in high school , 
but there was never any doubt about 
going to college, even though I was the 
first in my family to go. We just weren't 
sure how the bills would be pant" 

Rod is a Graduate Research Professor 
of chemistry and physics at the llniver 
sity of Florida, a rank that is held by only 
two percent of the university's profes- 
sors. He has written more than 17S 
research papers in quantum chemistry 
Aside from his more serious articles. 
Rod injects trivia questions and humor 
into his writing— like an article entitled. 
Theoretical Chemistry: or how to do 
chemistry with mathematics and com- 
puters instead of test tubes and smelly 
laboratories* 

Since his Phi Beta Kappa collegiate 
days. Rod has been lecturing, teaching, 
and researching around the world . 
Earlier in his career he was awarded a 
National Science Foundation Fellowship, 
which he used to study in Denmark 
While there, he played in the Danish 
, version of the National Basketball Assoc i 
ation He has been a Guggenheim Fellow 
and a visiting scientist in Germany, and 
has lectured at conferences around the 
world 

The U S has to have federal financial 
aid to educate our young. The 1965 
Higher Education Act was so crucial 
because it attracted people to teaching" 



"My education ghros 
mo the opportunity to 
iofloooeo tko Moral 
direction of ttotfont 
financial aM." 
StmHyK+H* 

"Fodoral financial 
aM was ooooatial in 
■aafcilaa an to 



I ttloatiflc goats. 
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"Without financial 
aid, I cmM not km 
paid tin bills* It's 
that ahapia." 



William Ebbclifig 

Head of Allergy and Immunology 
BS. Wbeaton College, it 
M D The Bowman Gray School of 
Medicine, Wake Forest University, NC 

Dr William Ebbeling knew at a very early 
age that he would attend college. He also 
knew it would take a long time for his 
family to save enough money to help pay 
his way. 

It has been a long Journey to the 
National Naval Medical Center where he 
ts Head of Allergy and Immunology. He 
also serves as allergy advisor to President 
Bush's personal physician. 

'When 1 was 12, my uncle bought a 
bakery truck to deliver bread, doughnuts, 
pies, pastry, and soda from house to 
house. On Saturdays I went to his house 
at 7 a,m. to help him deliver At the end 
of the day he paid me, and about 80 
percent of my money went into the bank. 
I saved about II, 000 for college." 

During college William worked as a 
secretary. Summers he worked in fac- 
tories making textile parts for machinery 
'I really needed those iobs. so I'd finish 
school on a Friday, be home on Monday, 
get the job on Tuesday, and work 
through the summer until the day before 
1 left to go back to college. 

The school expected parents to pay 
everything they could. My father worked, 
but without more than a high school 
education, he only made minimum 
wage. At thirteen, his parents signed him 
out of school so he could work on a form 
to help support the family through the 
Depression. When he was old enough to 
be out on his own. it was the World War 
that intruded. 

"My father returned home and he and 
my mother were married. I was their first 
anniversary present. To support our 
family, he had to work at the factory In 
fact, it was his job I worked one summer 
My dad was a brilliant man and his job 
frustrated him. Throughout my younger 
life he always told us 'if you don't want 
to have to work at the factory, get an 
education.* Books were always encour- 
aged. Because I knew I would go to 
college, when I was a kid' I started 
working, 

'It took me ten years to pay my loans 
hack, but I was able to do so because I 
had the education. Medical school 
became a 52 weeks per-year training 
program A^am. I'nancial ud picked up 



what I couldn't pay. Student aid really 
made a difference Every week in the 
mail I got a letter with 15 from my 
parents. They were contributing every 
thing they could The 1969 Higher 
Education Act provided the loans. I 
wouldn't conceive of not paying them 
hack. I hope that money now goes to 
someone else to go to college " 




Margaret Workman 

State Supreme Court Justice 
BAJD West Virginia Unwersir\> 

The daughter of a coal miner. Margaret 
Workman became the first woman 
elected to a statewide office in West 
Virginia when she became a Justice of 
the State Supreme Court of Appeals m 
1 988. At one time she was the youngesi 
circuit court pudge in the state She also 
was the first in her family to go to college 

"1 never thought about going to 
college, yet I always assumed I would 
graduate from high school." Then a 
ninth grade teacher approached her 
about attending college and the whole 
world opened up for Margaret Financial 
aid permitted her to explore that world 

'Without financial aid, I could never 
have gone to college and then to law 
school. Receiving financial aid added to 
my lift as the education that I've received 
has. 

I would encourage legislators, when 
they are addressing federal financial aid. 
to consider financial aid legislation that 
provides those who have the capabilities 
the chance to go to col lege . Not on I y is 
the pragmatic return to society great, but 
the financial return through contribution 
to society is also great, and must he 
considered " 
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Norman Rice 

Mayor 

B.A, M.PJL University of Washington 

Norman Rice won 57 percent of the vote 
in 1 989 to become the first black mayor 
of Seattle even though he entered the 
race just a half hour before the filing 
deadline. In 1962, though, Norman was 
not having the same kind of luck. He 
Bunked out of college and didn't return 
until six years later, when he spent a year 
at Highline Community College in 
Washington getting back on his feet. "I 
had a family to support and I really 
needed assistance to get a degree The 
availability of financial aid Is critical 
because it is an investment in the future," 
Norman says 

He went on to a successful career as 
a radio and television reporter, writer 
and editor, and Assistant Director of the 
Seattle Urban League Norman also 
served three terms on the Seattle City 
Council, where he promoted neighbor 
hood anti -crime teams, assistance pro- 
grama for low-income families and 
seniors, and the addition of 100 more 
officers to the Seattle Police Force. 

Among the Mayor's top priorities for 
Seattle are strengthening the public 
school system, creating partnerships 
between police and the communities 
they serve, and restructuring city govern 
mem to be more responsive and acces- 
sible to citizens 



Frank Kuss 

High School Science Teacher 

US Valley City State University, ND 

"The way our economy is going, 'middle 
income' is eroding to the point that were 
will be no real middle-income families 
soon Those families will become tower 
middle income, making it increasingly 
difficult for students to depend on their 
parents' contributions for higher educa- 
tion funding. Without financial aid In the 
picture, these students won t be able to 
go to college." 

Frank Kuss and his six siblings grew 
up in a small forming community in 
North Dakota. Neither of his parents 
advanced beyond eighth grade yet they 
encouraged their children to attend 
college with the hope of contributing 
what little they could To help cover his 
college costs, Frank worked at varied 
places such as the student center, a 
cheese factory, a gas station, and a 
lumber yard, 

"If financial aid hadn't been there, 1 
might be a truck driver, or working with 
equipment or something similar because 
I'm mechanically inclined." Instead, 
Frank is leaving his mark on Minnesota 
high school students by teaching earth, 
life, and physical chemistry. 

Frank's sister Betty, Financial Aid 
Director at Valley City State University, 
also benefitted from Frank's financial aid 
"Our folks never had anything to give for 
our educations," she says. "1 got a Job 
working in Valley City State's financial 
aid office because Frank knew about it 
and the good work they did. If it weren't 
for him, I wouldn't be where I am today " 




1 wtald got ba tha 
Mayurgf Stattto if It 
wtrta't fa* tht tta- 
daat aid I racaHred." 

rlltef 



"Wtthaat financial 
aid, bow can students 
maka it? hi small 



tf fate far 
tara is Hmittd to it 
it tavd far fee* ta 
work to tan 
far cailaga. 
final lass 
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"H financial aM is 
not than for Omm 
•rtio atttf Iff ths 
Umsaad points of 
llgM' will bom oat. 
W« cannot affart to 
lot education bo* 
coma aecaasiMa 
onlY to tho rich," 
Frmk Cwadwtiit 




Frank Caodallaa 

Director of financial Aid 
AA St Mary s Seminary and 
University, MD 

There woe four of us children bom 
within the span of six years, so there 
were two in college at one time or 
another Needless to say. this was a strain 
on my family's finances," says Frank 
Candalisa, Director of Financial Aid at 
Out Lady of Holy Cross College in 
Louisiana. 

In his first year of college, Frank had 
to have a colon resection, which in 
creased the financial burden on his 
family During his undergraduate career, 
he was hospitalized four more times, and 
in graduate school he suffered two heart 
attacks His family's resources were 
quickly depleted. "I was able to continue 
my education through the help of 
financial aid. Having worked with finan 
cial aid at a proprietary school, a four- 
year public, and a four year private 
institution. 1 can more clearly ace how 
it enables people to complete their 
education. I have seen first-hand what 
can be accomplished that would not be 
possible if »* weren't for the federal 
student aid programs." 

Cornelius Davis 

Soil Conservationist 
Al North Carolina A&T State 
University 

Cornelius Davis began studying agricul- 
ture 25 years ago. Soon alter, he was 
married and had two children to support 
"Both my wife and 1 dropped out of 
school to raise our children It later 
became more important that she finish 
school, so she went back to get her 
degree. 1 * 



While his wife, Dolores, was studying. 
Cornelius had some really "dead end" 
jobs. He worked in a police records 
office, but there was only one supervise 
ory position and the man who had it 
showed no signs of retiring. He worked 
at a gas station, where the owners felt so 
sorry for him that they gave him up to 
44 hours of work between Thursday 
evening and Sunday night, "It wasn't 
much/ he says, "but it paid the light and 
the water bills " 

Cornelius went back to school in 1981 
with the help of financial aid and earned 
his degree. He now works for the US 
Department of Agriculture. "We help 
citizens preserve natural resources, like 
soil, water, wildlife, and forestry From a 
technical standpoint, I assess situations 
and give advice. Some of the projects 
that the soil conservation service advises 
on range from the installation of a farm 
pond, creating a grass waterway, and 
suggesting good crop rotations 

"While a consultant might cost up to 
•400, my services are free We also go 
to schools to educate kids about conscr 
vation. enhancing wildlife around homes, 
and the effects of littering We sponsor 
poster and essay contests to get die kids 
thinking. I really love my job " 

Cornelius's rcots go back to his 
Granddaddy s arm. "Being born and 
raised on a farm increased my apprecia 
tion for life. It isn't complete until we've 
been on a farm. After all, that is where 
the essence of life lies,** 
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Linda Pebtr 

English Professor 

BA Ball Slat* University IS 

M A, PhD. University of Notre Dame 

My family was from the working class 
I was the oldest of six, and the first in 
my extended faintly to (to to college Our 
mother never worked outside of the 
home and our father worked for 20 years 
as the manager of an auto parts store and 
a service station " 

With financial aid, Linda began her 
academic career at Ball State, where she 
was graduated magna cum laudc. She 
was a/so able to study for one term at 
the school s London Centre In the 
summers she worked to save money for 
school. 

The Am summer 1 worked in a 
factory where, for eight hours a day, 1 
taped wires together that were put into 
washing machines and dUiwashers/ 
During the other summers she found 
work through the College Work Study 
program that was more in tune with her 
! ife aspirations, in a hospital for develop- 
mentally delayed children. "The work 
was fascinating* tt gave me s great sense 
of humility, making me patient tolerant, 
and accepting in ways 3 would not 
otherwise be. 1 hope I've carried that 
over in my teaching.** 

Linda, an expert on American litera- 
ture, is an assistant professor at Wesley 
College in Delaware. She teaches com 
position and is currently working to 
establish a new English major and minor 
program for the school. 

Linda was able to take advantage of a 
provision of the old NDSL program that 
allowed for the partial cancellation of 
her school loan (up to 50 percent) for 
each year she taught "Some students 
these days are so saddled with their loan 



debt after college that it is hard for them 
to repay if they go into a field with lower 
salaries" 

Joe Anderson 

Personnel Relations Manager 

fti North Carolina A&T University 

As the third oldest of nine children. Joe 
Anderson had no bmity income to rely 
on to pay for college. "My Dither was a 
janitor most of his life, and my mother, 
with nine kids, didn't work outside of 
the house. My two older siblings set an 
example for me to follow by attending 
college, so college also became a goal 
for me All nine of us have gone through 
college with some kind of aid. I had to 
have financial aid to go to college." 

Joe has been with the Eastman Kodak 
Company since graduation 20 years ago 
except for two years spent in the Army 
In college he had joined the ROTC 
program and he is still in the Army 
reserves Joe was |u$t promoted to Lt. 
Colonel 

Joe is in charge of Kodak s Pacific 
Northern area personnel relations 
department which services about 800 
people After the big earthquake last 
year. Joe arranged for counseling for 
some of the families of Kodak employees 
who were having trouble after the 
disaster. 




"imfaMtttf, 

financial aM 
potsiWt my 



in nry carter 
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' College would h*v« 
been completely out 
of the question with* 
out financial aid." 

"There should never 
be a dunce that 
l om o nnn can he 
denied an education 
due to a lack of 
funds* It atauost 
hwenedtome.lt is 
necessary to provide 
money to educate our 
future loaders, other- 
wise, they will all he 
from the elite class." 




Victoria dc la Garza 

Elementary Instruction Specialist and 

Language Arts Teacher 
a A, M A Our Lady of the Lake 

University, TX 

Fourteen years ago. Victoria dc la Garza 
returned as a teacher to the Texas school 
district where she'd grown up Since 
then, she has been inducted into the 
school district's Hall of Fame and named 
Teacher of the Year on her campus 

"The opportunity that was given to mc 
during my college years is still opening 
doors for me. The fact ihat I was able to 
pursue a higher level of education when 
my parents had not completed high 
school is an achievement I wouldn't have 
thought possible. The cost of one year s 
tuition was half the amount my father 
was making in a year at the time Financial 
aid opened doors for me that 1 otherwise 
would not have been able to go through " 

Victoria applied for the Teacher in 
Space program through NASA, "I would 
still go in a minute if I were to be 
chosen/ she says. She is involved with 
the Young Astronaut Program at her 
school and is the state curriculum 
coordinator for the program. Participants 
meet once t week to go star gazing, 
launch model rcckets, and take field 
trips. She serves as the aerospace educa 
tion officer at a local Air Force base in 
her capacity as a senior member of the 
Civil Air Patrol. 

"I often talk to my students, neighbors, 
and parents about financial aid. If I didn 't 
have it, I would probably be doing 
c lerical work." Victoria is serving as the 
summer school principal for her school 
•It's mv first time tn this position. It is a 
atic more demanding as far as makmK 
.iccif..:»rts. li.it L am really cnioying it 



Andrew McGuire 

Foundation Executive Director 
B.A Sonoma State University, CA 

"My parents had no money to send me 
to college At that time, I didn't have the 
skills to even go looking for financial 
aid.'* To pay for college, Andrew McOuire 
started the rocky routine of working, 
then attending school, then working 
again. It proved to be too much and 
ended when he flunked out After getting 
married, he ultimately transferred to 
Sonoma State where, with financial aid, 
he became a full time junior He became 
the first in his family to graduate, and 
went on for teaching certification. 

"Receiving financial aid so that 1 could 
go foil time and then finally graduate was 
extremely helpful to me and my family " 

On the morning of Andrew's seventh 
birthday, the hem of his bathrobe caught 
fire as he was warming himself next to 
the open oven door What resulted were 
second and third degree burns on his 
body and admittance to the hospital four 
times for skin grafts Twenty-one years 
later, he read about a little girl who was 
badly burned when her sleepwear caught 
on fire At the time there were standards 
for sleepwear that protected little chil 
dren , but not those who wore sizes 7 or 
larger, as was the case of this little girl 
A group of citizens banded together to 
hght for extended regulations to sizes 
^14 for fire retardam children's sleep 
wear, and Andrew joined uVu as a 
volunteer He later moved back to 
California to open a West Coast chapter 
of this organization. 

Today Andrew is the Executive Dircc 
tor of die Trauma Foundation at San 
Francisco General Hospital, a nonprofit 
health policy organization working to 
prevent injuries through stronger regula 
nons, One issue the Trauma Foundation 
tackled was banning assault weapons in 
California. He served on the Board of 
Directors for Mothers Against Drunk 
Driving and won an Emmy for a film he 
directed and produced "Here's Looking 
at You Kid.** which aired on public tele 
v««ion's NOVA series. Andrew has also 
been the recipient of prestigious Kellogg 
and MatArthur Foundation Fellowships 
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Nicholas Moscalink 
Elementary School Principal 
HS Baldwin Mallaie i ttiiejfe. <>// 
MS Cleivland Siatv I niferuty OH 

"The rewards ol mv education have 
opened up opportunities tor leaching, 
getting into management as a principal, 
and most importantly the chance to help 
kids, to give rhem guidance so t he v can 
grow up to have opportunities from 
which the v can choose what to do with 
their lives, savs Nicholas Moscalink, 
Principal of Lodi Elementary School in 
Ohio 

Nicholas is the oldest t hi Idol a factory 
worker with six children I had to get 
through school without the help of mv 
parent** hnanctal aid allowed me to do 
that 

In Nicholas s opinion, il is hundreds 
of times more costly to give monev tor 
prisons or welfare than to pui it into 
financial aid I he return on the invest 
mem savs it all Drmocracv cannot run 
with illiterate titi/rns Onlv through 
I iter jo un p<-ople strive to make (he 
world hetter It ir those around them 




Flmer Yazzic 

Teacberf Artist 

IS A Calvin College, Ml 

l lmer Vazzie. whose Navajo name means 
Little Cottonwood Tree." believes that 
every one of us has special talents that 
are unique It is important to set goals 
based on those talents, and decide what 
you want to do with your life " 

Flmer had help in deciding what to do 
trom his high school teachers, who were 
whites in a predominantly Indian school 
in New Mexico They explained to him 
how wonderful it would be for the 
community if he were to return to teach 
alter attending college in Michigan 
Flmer understood the customs and the 
t uiture of the students his teachers had 
struggled to learn and understand 

"Put vour energy into vour own 
community.' " thev told me "Now I tell 
my students that story and encourage 
them to return I didn't tome trom a 
wealthy family Without tinaiuul aid I 
would not have been able u> complete 
my education at Calvin 1 ollege -ind 
return to teach in this wav 

Elmer teaches art to students trom first 
grade through twelfth He is also the 
cross country track coach and has run 
in the Boston Marathon In I98« t imer 
was one of the SO tmjhsts m .i contest 
lor amateur athletes to he on the cover 
of a Wheaties cereal box rhrough the 
contest he earned Si I tNMMor hi% st hool 

When Elmer was growing up, his 
lather was an interpreter for a white 
missionary Now he is the pastor ol a 
small, mostly Indian church His mother 
worked as a teacher said hut went hack 
to college She is now a kindergarten 
teacher Tm so proud of her Mie has 
such a strong and beautiful inner spirit 

During the summer Elmer paints His 
maior artistic accomplishments include 
three murals in New Mexico that total 
**.WH) square feet One tells stones of i he 
Bible from a uaditional Navaio view 
point 



I'm thankful I vc had 
the opportunity to be 
a role model to our 
community. 1 ' 
£ Imtr tMzzte 
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Laura Adklns 

Founder LA Communications and 
MAGIK Inc. 

&A George Washington University 



Laura, a single mother of rwo, started 
two companies in Washington, D C One, 
LA Communications, produces books 
and workshops that address housing- 
related problems that evolve from 
homekssness. The second Is MAGIK, 
which stands lor Movement and Acquis- 
ition of Gifts in Kind. MAGIK is a non 
profit organization that takes in massive 
donations at goods, like furniture no 
longer needed by companies, and gives 
them to nonprofit groups who have a 
need for them. To move the goods, she 
hires homeless people who are par 
ticipating in self-help programs at shel- 
ters to get off of the streets and into 
permanent jobs 



The word education comes from the 
Latin root 'edueo' to lead out. To educate 
is to lead out of ignorance, poverty, 



|u*iia I fta^Asfssaa^ssl ssUBassf 

sjfSfwi i tvansvai asm 

ta tktast m Mf awa, 
tt baUawa say Maaa 
vara tkay . tt taa§hi 
ssa ta takt risks." 
tsaraMtiai 



prejudice, and limitations. To educate is 
Laura Adkins started building her self- to lead one to be a contributing member 
esteem the day she quit her fob as a of society one who can make a different* 

window dresser Her salary was so low (Q ^ chiklrcn one's country * 
that she was living below the poverty 
line "I was standing in Safeway with 
II 1.25 to my name when it hit me 1 
can t live this way anymore " 

She quit her job, went on welfare, and 
enrolled in college. With the help of 
financial aid, Laura studied art 
psychotherapy. She worked as an an 
therapy intern in a hospital and at a 
psychiatric institute, where she helped 
place outpatients from a mental health 
clinic in housing, job training, education, 
and therapy groups. "I began to see that 
I could contribute to easing the harrow 
ing journey mentally ill patients make as 
ihcy reenter the real world." 

One project led to another and Laura 
found herself with a wealth of knowledge 
about homeless people and shelters. It 
became obvious to her that no service 
existed that matches corporations directly 
with nonprofit organizations Thus her 
concept of benevolent waste manage 
ment 4 was born. 
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Phoenix Sinclair 

Professor of Dentistry 

A S, DDS University of California. 

San Francisco 
M.PH. University of California. 

Berkeley 

"I wis bom in North Carolina and lived 
on a form with my grandparents and lot* 
of aunts, uncles, and cousins We had no 
money and no knowledge of anything 
but perpetual sharecropping year after 
year I had no one in my family to turn 
to for information about college, or for 
financial help, even if I got the informa 
lion elsewhere.'' 

So Phoenix Sinclair went to live with 
an aunt in New York City and graduated 
from high school there with the idea of 
becoming an engineer. He worked odd 
fobs for a while, at the post office, in 
restaurants, and in the garment industry 
At 21, he joined the Air Force and was 
trained as a medical corpsman. 

With the idea of being an engineer still 
in his head after being discharged, he 
moved to the San Francisco area, worked 
in a hospital, and went to school part 
time. He became an apprentice elec- 
tronics technician for the Naval Shipyard. 
That knowledge, plus his medical expert 
ence, lead him to a job in the research 
and development office at the University 
of California at San Francisco, where he 
was exposed to dentistry His interests 
peaked, so he began to take some pre 
dental classes. 

In 1972. at the age of *2 t married with 
one child, Phoenix changed his focus 
and entered dental school. He graduated 
and joined the dentistry teaching staff at 
UCSF. Phoenix has since received a 
master s degree in public health. He has 
served as Co* Director of the Recruit- 
ment and Retention Program. Director 
of a community dental clinic for the poor 
and ajsadvantagco; teacher at the University 



( if Nairobi in Kenya, and is now Coordinator 
of Ahimni AlEairs 

Nelson Artiga 

Professor of Dentistry 
A A City College of San Francisco 
B.A San Francisco State University 
B.H. DDS University of California, 

San Francisco 
M P.H Uniu of California Berkeley 

Dr Nelson Artiga ia the star of a recent 
television commercial, a parody that 
plays oft the bet that the University of 
California, San Francisco docs not have 
sports teams. In the commercial. Nelson 
is notably unsuccessful on the field; but 
off the field, he is very successful at his 
mission to return some of his good 
fortune to his community. 

A professor of dentistry, Nelson also 
holds a master s degree in public health 
and feels a call of duty above and beyond 
dentistry. He is actively involved in 
humanitarian issues on local, regional, 
and international levels. Nelson was the 
announcer In a public service announce- 
ment about AIDS prevention that aired 
on a Spanish television channel in the 
San t rancisco area. 

Nelson was bom in El Salvador, where 
his father was an attorney As children, 
he and his brother came to the United 
States to live with an aunt when his father 
was killed. Later, while in dental training, 
his family received food stamps. "It was 
not possible for my wife and me to raise 
children and meet basic living needs 
without financial aid Receiving financial 
aid for schooling was absolutely, funda- 
mentally essential. 

"People in the health care professions 
have a great impact on decreasing total 
health care costs. We go back to our 
communities, provide patient care and 
health education. We research. The 
return on the financial aid money 
invested has multiplier < 




"To decrease 
financial aid funding 
it tantamount to 
unethical behavior 
towards andorsonrod 
coauntmitios, as well 
as the nation on the 
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"It if so important for 
us to tducite our 
childrta. Wo need to 
bo alio to count on 
tho availability of 
financial aid for 
thoso «ko nood It.** 
Mtff Fischer 




David Irwin 

Speech and Language Pathologist 
BS,MS, Central Missouri SUite 

University 
Ph.D. University of Oklahoma 

Fortunately, I was familiar with the 
financial aid process. My brother and 
sister had received it Our parents were 
farmers most of their lives. Three years 
in a row the crops flooded They tried 
investing in a chicken house, but ran into 
financial difficulties " 

To help defer college costs, David 
Irwin returned to his high school every 
summer as a maintenance man through 
the College Work-Study Program. During 
school he had a part time fob, making 
"about S10 to f IS a week which was 
enough to cover my very basic needs " 
After graduation with honors, David 
worked as a public school speech 
pathologist for three years. He also 
worked part-time doing progres si ve 
speech therapy with Juvenile delin- 
quents After conducting some research, 
he concluded that there is a high Inci- 
dence of communicative problems with 
the juvenile delinquent population that 
most likely contributes to the delin- 
quents' behavioral problems. 

Today David is the head of the Depart- 
ment of Communicative Disorders at 
Northeast Louisiana University, He is in 
charge of a clinic where students learn 
to assess and solve the communicative 
problems of the clinic s patients. He is 
also the editor of the Louisiana Speech 
Unguage Hearing Association and 
Chairman of the Eduors of the State 
Association Publications Committee for 
the American Speech Language Hearing 
' : * ;/cr:tti#n 



Mary Fischer 

Director, Public Library 

BS Valley City State University. SD 

Mary Fischer and her husband had 
always talked about how she would get 
an education when the kkb were grown . 
But when she became a widow, she had 
to support her eight still growing chil- 
dren on her own. With the help of 
financial aid, Mary entered college to 
study English, biology, and library 
science for her education degree. 

"I had a problem because I felt I should 
be home taking care of the children. But 
at that time I had two in college on 
financial aid. I figured, if they can do it, 
so can I? Once there were five of us 
enrolled at Valley Ciry at the same time 
I had classes with four of my girls; rwo 
of us were chemistry lab partners. One 
iff my daughters went on to become a 
librarian too 

"It is fascinating to go through school 
with your children. I got to know them 
in a way I could not have in any other 
situation " Without financial aid, it would 
have been impossible for Mary, who 
graduated summa cum laude. to com- 
plete her education plus maintain her 
family responsibilities 

Mary has been Director of the Valley 
City /Barnes County Public Library for a 
year and a half During that time, she 
established a friends' group for the 
library and has summer readings for the 
children. 

"With eight children and l5grandchil 
dren, my horizons are really broadened. 
Every one of them is into different things 
that I then get to discover." 
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Eh» Aguitar dc VUbftod 

Job Corps Reprwstntatii* 
AA Boise Stat* Untwrsity (D 

Bom in Mexico, Elva Agullar dc VUlarreal 
moved with her family to the US. when 
she was rwo yean okt They didn't settle 
in one location, migrating as their jobs 
moved from one crop to another. 
Because she did not speak English, Elva 
was not allowed to enter school until the 
family settled in California where school 
attendance was mandatory. She was 
eight yean old, too old for the frit grade 
where she belonged. Elva entered the 
second grade and has flourished ever 
since, overcoming tremendo us 
hardships. 

During her last two yean of high 
school In Idaho, Elva worked lull-time 
on die s^veysitl shift in a potato proces- 
sing plant to help support her parents 
and their six other children. Despite her 
grueling schedule, she was araouated 
and got a summer fob with the Migrant 
Education Program as a teachers' aid. 
There Elva found encouragement to go 
to college, something she had never 
considered because there was no way 
hrr family coukJ aflbrd to send her But 
she had another barrier that she consi- 
dered even bigger, 

"My father didn't think women should 
attend college. He was really against me 
going. He was sure I was only interested 
in finding a husband, and not starting a 
career. But 1 had to prove myseJt and 
with the hcip of financial aid, I w»a able 
to enter Boise State with a friend At the 
time, wt were two of the first Hispanics 
to attend the school. My friend left after 
the first 40 days. Many nights I cried. 



asking myself, 'Should I have gone 
against my father's wishes?* But if I 
returned to my family, I would be 
doomed to continue at the processing 
plane So I stayed and thlnsy improved," 

In the summers, Elva returned to her 
family to work; eight hours a day with 
the school district, as well as eight houn 
at night In the potato plant All of the 
money went to her sandy. 

In 1975, Elva was hit by a train. Her 
injuries required hospitalisation for a 
month, which meant droppin g out of 
some rlsssn But she persevered and 
was graduated in the normal four-year 
period. 

Since then, Elva has spent 10 yean 
with the Job Corps in Idaho managing 
an office that coven eleven counties. She 
works with 16 to 24 year olds, helping 
them get their GEDs, vocational training 
in any of 30 different trades, and admit- 
tance to college. M I preach about educa- 
tion to everyone. I want to go on and 
get my Master's, but right now I have 
four kids ranging from ages one to twelve 
who need roe, My evenings with them 
and my husband are precious 

Although she is short on spare time, 
Elva is active in her community. She is 
the Vice President of Image de Idaho, a 
Hispanic organization committed to 
enhancing education and employment 
opportunities, "In my day-to-day dealings 
with youth, I'm continuously surprised 
at the talent that is going to waste 
because these kids don't get an educa- 
tion. No one will discover that talent 
unless we reach out fm fust trying to 
return what someone gave to me. I get 
so many emotional and spiritual rewards 
from my fob." 
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"If a diild really 
wants to be 
swftttHiof, but can't 
btcaasaof a 
sfcortagt of funds, it 
is a tremendous 



William 



David Williams 

circuit Court Judge 
AS Patrick Henry 

Community College, VA 
flLS Virginia Tech 
J D. Campbell University, NC 

"A lack of education is the common 
denominator in the majority of the 
criminal cases I see." says Judge David 
Williams of Virginia's 21st Circuit Court 
"How much is the person's fault and how 
much belongs to society? We're not 
doing a very good job of educating our 
people* 

David is an oniy child who was raised 
by his mother, a nurse "We weren't 
destitute, but college was expensive If 
my mother had ;o pay the total cost of 
my education, 1 could not have gone 
Receiving financial aid really took the 
strain off of our family " At the very 
young age of M>. David was selected to 
serve as the local Commonwealth s 
Attorney after being in private practice 
for three years. He was appointed later 
to die circuit court. 

David is well aware of the value of 
educauon as the difference between 
success and failure. His concern for the 
future begins well before the point 
where financial aid becomes a factor, 
however "It is frightening that some of 
these defendants cannot read or write " 



to decide if I should split my laundry 
into three loads and do it properly, or if 
I should save it for something else I have 
■a greater appreciation for the value of 
my education. " Mary Kay figured out 
exactly how much each of her classes 
cost so she would resist the urge to skip 
lectures 

Her calculations paid off. She is now 
the financial administrator of the Sapir 
stein Stone- Weiss Foundation in Ohio, 
which was established by the founder of 
American Greetings, Jacob Sapirstein, to 
support Jewish heritage through grants 
given to Jewish educational institutions 
and community organizations. 

Marv Kay and her husband have two 
voung girls To be prepared for whatever 
post high school plans the girls may have, 
every month they get a 1100 bond ,4 Ai 
V'a and almost 2 years old they 're better 
off than I was when 1 went to college," 
Mary Kay says. 




Mary Kay Incandela 

Financial Administrator 
A* Otterbein College, OH 

M My parents cou Id not afford to send me 
to college. I probably would not have 
gone if it had not been for the help of 
financial aid," says Mary Kay Incandela, 
the second youngest of six children. Her 
father was a steel worker and her mother, 
who had worked as a Kelly Girl when 
the children where young, was no longer 
working when it was time for Mary Kay 
to enter college. 

Even with her College Work Study fob 
in the library for four years, and the 
money she made from working extra 
hours for the business department or 
tutoring, Mary s financial situation was 
still tight "There were many times 1 had 
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Thcopolis Williams 

Physician 

ft A Whitman College. WA 
M D Howard University. IK 

When Dr Thcopolis Williams was a 
teenager, he did what other teenagers 
do He was on the cross country track 
team, played football, and was even a 
three time All American, all -conference 
wrestler He was also the Vice President 
of his junior class The one thing that 
really differentiated Thcopolis, the 
second youngest of five children, from 
all of his peers was that he didn't live at 
home Thcopolis was placed in his first 
foster home when he was three (each of 
his sibling* were placed in different 
homes) From there the road became 
even rockier After surviving a series of 
homes, a court intervention removed 
him from one family because he had 
been beaten. 

The picture started to brighten when 
he was 5 because his mother regained 
custody of her children But a few years 
later, life again became unstable for him, 
due in part to the addition of a stepfather 
to the family 

The problems continued at age 1 1 
While on a visu to see his natural father, 
Thcopolis was essentially kidnapped by 
his father who kept him for a year before 
he was allowed to return to his mother. 

Unbeknownst to most of his peers* 
Theopou* lived in foster homes during 
most of his high school years. He im- 
mersed himself in his studies and sports 
in an attempt to escape. "I liked school 
and stayed there late just about every 
day. It meant I didn t have to think about 



my home life," Theopous said 

It has been a long and difficult road to 
success for Thcopolis. who is currently 
a family practice physician at the Yakima 
Indian Health Center, a low income 
facility in rural Washington ( he will soon 
leave that position to work for Kaiser 
PerrnancnteX He credits his success to 
involvement in sports, support from his 
community, and access to higher educa 
tioa 

-1 was one of the din-poor people The 
financial aid opportunities I had in the 
"Os allowed me to get a higher education 
I'm looking at the future thinking how 
will 1 pay for my kids* education?' I know 
it's going to be hard for me, but it will 
he even harder for people who are in 
the social strata where I came from 1 

Glenn Patterson 

Design Engineering Supervisor 
BS. MS DeVry Institute of 
Technology, II 

To make money while going to college. 
Glenn Patterson worked many differrni 
part time jobs: in a fast food restaurant, 
at a manufactuier of scales; in a market 
research firm interviewing consumers 
about products; and as a receptionist 

"My father drove a bus and my mother 
did domestic support work. There just 
wasn't enough money for college," 
Glenn recalls. "I would have had to 
attend college on a part-time basis while 
working full time if 1 hadn't received aid. 
I'm not sure where Id be iff didn't have 
a degree. I would definitely be making 
less than half of what 1 do now, with 
fewer benefits Financial aid gave me the 
opportunity to prove myself. Financial 
aid is sometimes the only answer people 
have to move on to a better life." 

Since he was graduated. Glenn has 
been promoted three times at AT&T, 
where he supervises about 30 people on 
four different projects His Job concen- 
trates on product and design verification 
and testing products to ensure quality 
and reliability 

Glenn is involved with AT&T's sum- 
mer intern program. High school sru 
dents and college freshmen have the 
opportunity to work for 10 weeks with 
the company "I think they get motivated 
to stay in school. They learn that the 
work is worth the effort" He also j« idges 
science fairs and has worked with high 
school mentor prognuns 
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"Ufe begins at 40 is 
more than an interest- 
ing plirast* I started 
an exciting career in 
my life at 40 when I 
recent* my degree. 
The financial aid 
program made this 
pessiMe." 

Tk$fWtM AtfOff 




Theresa Burbey 

President, Accounting Firm 
JJ.A Silver Lake College Wf 

Theresa Burbey was interviewing for a 
part-time position in a financial aid office 
when she became aware of the assistance 
programs available to non traditional 
students "My marriage of 17 years had 
ended and my career goals seemed out 
of reach," she recalls Instead of taking 
the position, Theresa, who had been out 
of school for 20 years, enrolled as a 
full-time student in business administra 
tion. "Without the assistance of financial 
aid, obtaining a degree would never have 
become a reality 

"Through financial aid assistance in 
completing my academic degree, I was 
able to start my own accounting and tax 
services business to serve the Mom and 
Pop* businesses of America with SO or 
fewer employees We re not out to over 
take the huge accounting firms, but 



we've been in business for sot years, and 
I love it! Nobody ever cold me you don't 
go out and start accounting practices 
I'm glad they never did, I might have 
listened. Right now I have four fiill-time 
uegrced accountants and a CPA, all of 
whom are Silver Lake graduates We also 
have an on going internship program 
with the school." 

Theresa is the mother of three grown 
sons and is working on her Master s 
degree, but that hasn't slowed her down. 
She is currently a part-time instructor at 
her alma mater and the immediate Past 
Chairperson of the Board of Directors of 
the Mamtowac/Two Rivers Area 
Chamber of Commerce Theresa is also 
Past President of her alumni association 
and the Board of Directors of the local 
Bi£ Brothers/Big Sisters chapter "If you 
plant the good seeds of community 
service in our young people, it is ama2ing 
how much our communities can grow 
and prosper " 
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Carlos Murguia 

Attorney 

BS./D, University of Kansas 

Janet Murguia 

legislative Assistant 

&A, JD. University of Kansas 

Mary Murguia 

Assistant District Attorney 
A£.AA,/Z>. University of Kansas 

Ramon Murguia 

Attorney 

a A University of Kansas 
J D. Harvard University 

The Murguus have a very strong message 
they want to share with fellow Hispanic*. 
It comes front their parents. Janet 
Murguia says "They believe it you do a 
good job raising your family, good things 
will happen." The children are carrying 
that philosophy to their communities in 
the hope thai each will become more 
tightly knit and better educated. 

"Our Either was a steel worKv. or 47 
years, and our mother never worked 
outside of our home With seven kids — 
four in college at the same time — finan 
cial aid directly affected my position 
today," says Mary Murguta "1 tell His 
panic kids about the importance of 
education. 1 know they can get an 
education, because we did We re not 
geniuses, lust hard workers ri 

Ramon Murguia is thankful that their 
mother made them speak Spanish at 
home, "It helped preserve our sense of 
culture." Mary jokes that her Mom would 
be happier "if we knew how to make 
flour tortillas." 

Janet performs volunteer work with a 
mentoring program for Hispanic teens in 
Washington, D C. She traveled recently 
with her boas, U S Representative Jim 
Slattcry, to Central America as official 
observers of the Nicaraguan election for 
the Organization of American States 

Mary recently was named an Assistant 
US Attorney lor the District of Arizona. 
She leaves a position as Assistant District 
Attorney for Wyandotte County in 
Kansas, where she prosecutes primarily 
those accused of sex crimes and child 
molestation. She took an active civic role 
in Kansas City as Vice President of an 
advancement group for Hispanic women, 
and as Assistant Treasurer for the United 
Way, "I want to help stop the high 



drop-out rate of Hispanic kids. They 
need self-esteem and self-respect that 
only education can give. I didn't go to 
law school to make money, I went so 
that I can make a difference M 

Ramon works for Armstrong, Teasdale, 
a large Midwestern law firm in Kansas 
City, Missouri # I benefitted from people 
who helped me get a college education, 
which put me in a position to help 
others." Ramon says. One of his reasons 
for returning to Kansas was to get more 
people to work together in the commu- 
nity, in the spirit of cooperation. To do 
so, Ramon took a leadership rote in the 
Kansas City community. As Chairman of 
the Greater Kansas City Hispanic De- 
velopment Fund, he oversees an endow- 
ment of over II million, Ramon also 
serves on the Board of Directors of the 
Greater Kansas City Community Founda- 
tion. 

Carlos Murguia is an attorney with a 
private practice in Kansas, but also 
serves as a judge pro tern for Wyandotte 
County He is active with the Hispanic 
Scholarship Fund, a subgroup of the 
Development Fund* and also serves on 
the Board of Directors of the local 
Hispanic community organization EI 
Centro "Whatever success we have is 
primarily owed to our parents, Alfred 
and Am alia, and our older brother. Alfred 
Jr. because of the good example they set 
and the values they instilled. Our other 
sisters. Rosemary and Martha, and Alfred 
J r have always been very supportive and 
encouraging," says Carlos, 

Ramon says what they've achieved is 
a family success. "All of the credit for the 
thought that we might be able to make 
it goes to Alfred Jr. We made the leap of 
faith because he took the risk of being 
the first to go to college," Ramon says. 
He believes he can help more people 
through his education. "It is a vehicle for 
giving back to the community. Now I'm 
in a position to raise funds for scholar- 
ships, which takes some of the burden 
off the local and federal government We 
can see a positive future only if we have 
an educated society. We're trying to 
send a clear message to Hispanics: work 
hard, stay out of trouble, and do work 
for the community, not just for yourse'f " 



"The fact that the 
fear tf as, children of 
a steel worker, have 
law decreet caafirms 
for ear p areata what 
peepte say ebeat 
America. It really is 
tat tmi tf opparta- 
bH»." 
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"I did as well as I did 
because I didn't have 
to be constantly 
worrying about wbere 
I would get the money 
I needed to continue 
my education," 
Tmmfi 



Thomas LaVeist 

Faculty Member 

0,A University of Maryland, Hasten* 
Shore 

PhD I iniverstty of Michigan 

Thomas LaVnst grew up in a Brownsville 
housing protect in Brooklyn, New York 
"There were gangs and Girl Scouts. PTA 
jnd prostitution. Crime, drugs, church 
picnics, and Utile League were all 
elements of mv community. Amidst the 
contrasts was one sustaining constant In 
Brownsville lived the poor 

Education was the opportunity for 
ir»c and my family to escape You could 
sav it saved my life As a black male in 
that society, it s common to turn to 
crime, drugs or both. Without financial 
aid 1 could never have gone to college 
and who knows where I'd be now." 

F.xcept for his senior year, Tom's high 
school grades were low, as were his SAT 
scores He was admitted into a remedial 
program at the University of Maryland. 
Eastern Shore, however, and went on to 
graduate with honors. He then enrolled 
in the sociology PttD. program at the 
University of Michigan, and finished a 
seven-year program in an amazing four 
years Thomas's 1989 dissertation was 
awarded the "Best Dissertation in Medi 
cal Sociology" by the American Sociolog- 
ical Association He recently finished a 
research fellowship at the School of 
Public Health at the University of Michi 
gan and is joining the faculty of The 
Johns Hopkins University. 



Tammy Lomax 

WritertEditor 

Ri University of Maryland, 
Eastern Shore 

"My parents are factory workers at a 
Campbell Soup plant They had some 
money to help me, but I come from a 
large family and they could not pay all 
of my fees. My oldest sister weni to 
college with financial aid assistance I 
was very thankful that 1 was able to 
receive it too." 

To save money for school, Tammy 
Lomax worked during the summers as a 
secretary for a law enforcement agency 
That position lead her to the Drug 
Enforcement Administration ( DEA ), in 
Washington. D C She plans and prepares 
oral and written communications aimed 
at all levels of the DLA and the general 
public. 

Tammy writes reports, articles, and 
testimony, and responds to congres 
sionat inquiries to the DKA on drug 
related matters She also writes speeches 
for the DEA Administrator and program 
management 

Tammy was graduated cum laude 
"The financial responsibilities of a 
college education were overwhelming 
to me, and while I was scholasticallv 
inclined to attend college, I was not 
financially equipped I was able to 
overcome this one obstacle through 
federally funded financial assistance 
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Carol Sasaki 

Founder, HOME Network 

A A Beltevue Community Co//cff* WA 

BA. MA Washington State University 

c>ikc she was i young victim of incest 
and rape who was lost to the streets with 
a baby and swruare check Today, Carol 
Sasaki is the founder and leader of a 
dynamic national network that connects 
people to resources that help them get 
out of poverty, into college, and on to a 
better life, The HOME network (Helping 
Ourselves Means Education) started 
when Carol realized she needed to share 
the information she had collected on 
becoming self-sufficient 

Carol's first step towards that freedom 
came during an unexpected encounter 
with a college administrator who had 
been a welfare mother. She told Carol 
there were two ways to get out ^* the 
welfare system: get some skills to s^J by 
getting an education, or sell yourself as 
a prostitute. Carol disco- ired that 
welfare would pay for one year at a 
technical college, but she wanted more. 
She hounded the focal welfare agency, 
which finally said yes to two years. She 
entered BeUevuc Community College 
and went on to Washington State Univer 
sity When Carol attempted to cram four 
yean worth of school into two, she was 
hospitalized for exhaustion. 

Then another former weuarc mother 
who was studying for a graduate degree 
showed Carol how to get college credit 
for independent project* and paid 
internships. With that income, federal 
financial aid, low-coat day care, and 
low-rent housing, Carol was finally able 
to get off weuxre. "It was the moat 
wonderful moment in my life. For the 
first time I felt in control " 

Carol took the opportunity near the 
end of her final year to express her 
philosophies about welfere when she 
received an rward for outstanding 



academic achievement *1 told them I 
knew 50 other welfare mothers smarter 
than I am. who would get an education 
if they knew how. People assume that 
welfare mothers are stupid and lazy. 
They're not. They're stuck." 

She began to hold small workshops to 
tell people what she had learned. HOME 
was bom and what emerged was a 
"buddy network." More than 150,000 
people have been pan of the HOME 
network, which is now headquartered in 
Worthington, Ohio. They arc committed 
to helping themselves and each other 
escape poverty and dependency through 
education. . 

To spread HOME'S message, Carol is 
invited to speak to universities, govern- 
ment agencies, and private groups 
around the country. She has told her 
story on national television shows and 
in several national publications. A very 
strong part of Carol's message is her 
belief that "it is better to give people the 
means to support themselves rather than 
simply give them the means to exist. 
Financial aid is access to the American 
dream and must be a priority The 
financial aid office is a must in disseminat- 
ing that information to the community 
By working together with agencies, a 
communications channel is created to 
find information and build creative 
bridges." 
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There would be one 
less Ph.D. chemist 
and one less program- 
mer in the U.S., if it 
weren't for financial 
aid 

Tins Huyck 



Tina Huyck 

i nvtrxmmental Chemist 

US, Ph D Colorado Schwl of Mines 

Doug Huyck 

( nmputer Programmer 

H V Colorado School of Mines 

\Xc got married after my first semester 
in college, and had two children during; 
niv undergraduate career Doug and I 
wrrc hoih full time students during the 
first year and a half of our marriage It 
nor for the financial support available to 
us, one or both of us would have had to 
sacrifice our education We lived on 
about S6.000 a year of loans which 
meant we ate a lot of rice, but we were 
commuted to our education and our 
marriage ." To make ends meet. Tina 
Huyck had a Kill time job in the after 
noon She attended classes in the 
morning 

Both Tina and Doug feel very strongly 
about the importance of getting a higher 
education. Tm very worried about mv 
kids and how they will deal with the 
problems of a generation that is unedu 
i atcd Education must be the foundation 
i >t a st rong America* and investing in the 
education of young Americans must be 
a top national priority " 

Doug, Tina, and their rwo daughters. 
K T and Maggie, are moving to Texas so 
Tina can begin her career with Radiar. 
r orporanon she will be consulting with 
companies on how to prevent or t orret t 
environmental problems "It is the ideal 
job for me I ihmk our environmental 



well being in absolutely crucial Tins 
position will allow me tune to puhhsh 
Hiat way I won t be tar trom aeademia 
when I'm ready to teach 

Through education I learned the 
skills to compete and to be a problem 
solver " Doug Mux k savs Me graduated 
wnh a degree in gcophs sits and worked 
m the field until the ■ >il industry crunch 
hit the l)en\er area and his company 
went under Me was able to secure his 
* urrent position bet ausc ot his degree 

The Muycks are xrv active in their 
community Tina volunteers with l.x 
panding Your Mon/onv a program 
aimed at exposing girls ages o to M to 
non traditional careers tor women She 
also works with t)dysse> of the Mind 
whose foe us is to develop young peoples 
problem solving abilities in a group 
setting There is an international com) 
tition in which the participants compete 
Both Doug and Tina are involved with 
thetr PTA Doug is on the Hoard of 
Directors of their homeowners associa 
r ion. and helped to establish a computer 
users group in the Denver area 



174 

— 1984 



Kay Kapeloff 

Licensed Practical Nurse 
LPS Community College of Rhode 
Island 

"I was frightened to death to go to 
college' !'«! been out of school for over 
20 years My husband was very ill and 
had to be hospitalized Latex he was put 
mi nursing home I had no skills or work 
experience other than odd fcctory fobs, 
none of which could support us without 
my husband's income." 

Kay enrolled at the Opportunity 
Industrialization Center, a community 
agency wrt^re she cook pre-nursing 
classes "I had to take biology, chemistry, 
and algebra for the first time, but I did 
graduate and enrolled in rhe LPN certul 
catc program Every Friday, I drove with 
the boys in the back seat from Rhode 
Island to New York where my husband 
was hospitalized, returning lace on 
Sunday night I finished wifr good grades 
and even made the Dean's List. Now I 
tr II everyone to 'go to college and make 
something of yourself.' I'm really a big 
muufh about education changing your 
life" 

After graduation. Kay became an LPN 
m the same nursing home where her 
husband was a patient until this spring 
when he passed away. "He always tried 
to teach me lessons in a gentle way so 
that I would be able to cake care of myself 
when he was gone. One day in the 
nursing home I was extremely busy. He 
was one of my patients, but because he 
was also my husband, I asked him to wait 
a minute He reported me to my super 
visor and I got in trouble! When I 
questioned him about it. he said. Today 
your husband, tomorrow your other 
patients/ I'm very thankful he was that 
way " 

Victor Vasquez 

Director of SLUe Community Service* 
BS University of Oregon 
AfA Harvard University 

Victor Vasquez was one of four children 
being raised by his lather. They were 
(arm workers who lived in migrant labor 
camps and traveled wherever the crops 
needed to be harvested. From those 
experiences Victor learned a lesson he 
would carry with him forever "When 
you're in a postiion like that, other 
peopkmakeaUofuVdecssksmsoryou. 



People deserve the opportunity to make 
their own decisions," 

In has position as Director of State 
Community Services for Oregon, Victor 
is helping people move into positions 
where they can make their own deci 
ssooa. He manages 14 federal grama, 
coordinates state community services 
with 36 community action agencies and 
local nonprofit organizations, and is a 
liaison to the state legislature. 

"The fulfillment of basic needs gives 
people stability. People don't want to 
fell, but if they have no hope to achieve 
a goal and no role models, then schieving 
those goals is not a top priority. Kids just 
need a person who believes in :frem T 
someone to be a role model for them." 

Victor, who was Phi Beta Kappa at the 
University of Oregon, is on the Board of 
the Oregon Council for Hispanic Ad- 
vancement, and is a member of the 
Portland Political Action Committee, 
and the Hispanic organization Image de 
Oregon. "Originally I asked myself, 
'Where can 1 have the greatest impact** 
On the state level Now I'm beginning to 
ask if I can have a greater impact on the 
national level. 

"Without the help of financial aid, I 
would probably be working in a food 
processing plant, maybe I d be a super 
visor by now. 1 wouldn't be on the state 
level making a difference *' 
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Znn Portiock 

labor Relations Counsel 

B.A. Pepperdine University, CA 

J D. Pepperdine University School of Law 

"My parents hid enough money 10 pay 
for a roof over our heads, clothes, food, 
and my undergraduate degree They 
didn't have 130,000 for law school The 
cost of getting such a degree can be 
debilitating. Very few students can afford 
that cost." 

After completing her double maior 
undergraduate degree tn 2 years at the 
age of 20. Zna Portiock ( pronounced 
ZEE nan ) finished law school at 2 V and 
passed the bar at 24 An internship with 
the television show Entertainment 
Tonight lead her into entertainment law 
Her work as counsel to 20th Century 
Fox Film Corporation concentrates on 
the arbitration of labor grievances on 
behalf of the company "I tike my position 
because it allows me the opportunity to 
actively participate in structuring settle- 
ments and facilitating communications 
between disputing parties, before the 
final resort of arbitration " 

In her previous fob, Zna once had to 
cross a Teamsters picket line to seek 
declarations. "I really did not enjoy that * 
shesays. Zna now deals with more than 
1 SO different unions at the studio lot and 
at the seven television stations w .iin 
the Fox family 

To support black taw students, Zna 
makes herself available to answer ques- 
tions and help with job searches She is 
on the Board of Black Women Lawyers 
of Los Angeles and is involved in numer 
ous community projects. This LA. 
lawyer believes "there is no hope for 
many Americans to get an education 
without financial aid. I would never have 
completed law rchool wi'hout tt " 



Bermdette Mendez 

Foster Cant Placement Specialist 

&A AUentown College, PA 

"I was one of seven children raised only 
by my mother " says Bernadeue Mender 
"My mother was on welfare since the 
was about 1 5, In high school, a counselor 
prompted me to apply for financial aid 
and p» to college I would never have 
been able to attend college without 
financial aid." 

BemJe is a fatter care placement 
specialist whose caseload currently 
consists of 1 1 children between the ages 
of 2 and 16 years. Although the children 
do not live with her, she plays the role 
of the parent while they arc in her care 
by arranging for medical and dental 
treatment, working out school problems, 
enrolling kids in social activities, and 
assisting in psychotherapy. 

In some cases, Bemadette acts as an 
interpreter for Spanish-speaking chil- 
dren. She also serves as a sounding board 
for parents and appears at court hearings 
on behalf of the children. 

"I am totally responsible for the 
children when they are in my caseload 
I love my job." 
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Mary Dm* 

Speech Language Pathologist 
BS, MS Purdue University, IN 

Mary Inns family is like so many other 
families in the U S — hard working, 
lower-middle class, yet full of love and 
encouragement. With four children, 
they just didn't have che resources to pay 
for college "Without financial aid. I 
would not have been able to go to 
college at ail I am so thar.idul for the 
money I don't know what I'd he doing 
now if I hadn 't gone I'd probably he an 
unskilled laborer " 

Mary is a speech and language 
pathologist who provides therapy to 
adults with head injuries, stroke victims, 
and children with speech, language, or 
cognitive skills problems. She loves her 
work: "It is so exciting to see them get 
back to things that arc important to 
them, things they had planned on 
accomplishing, 

"This job is just like watching a movie 
We strategize about patients' treatments 
and then work to correct the problems 
The amount of tears shed in this office 
is amazing. The work is exciting and very 
rewarding. I wouldn't be in this position 
helping people i f :t weren't for financial 
aid 

"The importance of having an edu 
cated society can not be stressed enough 
The US .is built on the notion ofoppor 
tunities for all. Better funding for finan 
cial aid programs is one way for us to 
prove this is still true today " 

Mary is also active in her community. 
She volunteers with the Special Olympics 
and at a residence for developmenUily 
delayed children. She has also been a 
counselor for four summers at a very 
special camp for autistic children. "It is 
a whole new experience for these kids 
to do such a 'normal' thing — to go to 
camp The camp also allows the parents 



to have a respite. And it reminds us chat 
no matter how difficult the kids' behavior 
is to understand sometimes, they are real 
human beings " 

Cindy Swim 

Surgical Nurse 

AA Indiana University hast 

Cindy Swim and her husband Dennis just 
bought their first house "It 's a medium- 
sized form house on 18 acres. The roof 
leaks in a spot or two. but it s ours!" Not 
long ago Cindy was working on a factory 
assembly line putting the finishing 
touches on top-ofthe line caskets I 
hated that fob,'' Cindy recalls She now 
works as a surgic^i nurse in an Indiana 
hospital. "1 love what I'm doing now so 
much. There is a lot of psychology 
involved in nursing, I like being able to 
make someone who has just returned 
from surgery feel better It son of seems 
I ' vc gone from one extreme to the other " 

Cindy and Dennis, who is a truck 
driver, had just gotten married when he 
suggested that she go back to school. "He 
put the idea in my head, but I wasn't sure 
I could since I'd been out so long. People 
at the factory encouraged me too We 
were going to try to make the costs on 
our own. but reality set in when we 
looked at our bills for basic living 
expenses and decided there was no way 

"When 1 got the loans I used them only 
for books and tuition, nothing else. 
Those loans really saved me. I don't think 
I would have been able to make the 
dramatic switch in carters without the 
financial aid, especially as a non tradi- 
tional student. We arcn t living with a 
family who can support us We have to 
pay the electric and food bills. 1 swear 
by college as the means to a job you like. 
After all. there is nothing more important 
in tile than having a job yoi enjoy 
because everything stems f that " 



'Intelligence and 
wealth don't always 
go hand in hand." 
Mary Ihns 
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Boyd Clark 

Math Teacher 

AS Northwestern Oklahoma 

State University 
Louise Clark 
Accountant 

BS Northwestern Oklahoma 
State University 

When competition from larger firms 
forced their family's meat packing 
business to close, Boyd and Louise Clark 
were left with no permanent place to 
work. "We went from fob to fob with no 
security." Louise remembers. Boyd went 
to work in a gold mi no in Alaska, yet they 
never knew whether he would continue 
to have a job from one summer to the 
next. The Clarks decided they desper 
ately needed some job security 

The Clarks moved back to Oklahoma 
and 3oyd began his studies at Northwest 
cm Oklahoma State University. Louise 
thought she would work and put him 
through school, but she couldn't find a 
job That opened an opportunity for her 
to go to college. "It was only possible 
through financial aid * Louise said. For 
four years they both worked in the 
summer, with Boyd returning to the 
Alaskan gold mine. 

Louise graduated summa cum laude 
from Northwestern Oklahoma State 
University this spring and started a job 
with Amoco as an accountant. "I've 
never had a job where someone wanted 
me so much they'd pay to move us ,H 
Louise says. "I'm marketable now Before 
I had to beg, Please, take me!' Now I say. 
Look at my transcript.'* 1 



For Boyd, going back to college was a 
fresh start He had wanted to be a 
chemical engineer, but dropped out of 
school and entered the National Guard 
- It was my first failure m life Going back 
to school righted the wrong,'* he said. 
-When we went to Alaska it kept nagging 
at the back of my mind— failure 1 
worked with the local school board up 
there and tutored math and science, 
which made me interested in going back 
io school" Boyd is now a high school 
math teacher. 

"It would not have been possible to 
do what we've done without financial 
aid Not at the same time. I think we vc 
proven we are worth the financial aid 
we were given. By increasing our earning 
income, we should be able to help fund 
financial aid for others through an 
increased tax base. I get kind of tcary 
eyed. We're seeing our hopes and 
dreams realized because of financial aid," 
Boyd said. 
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Carolyn Mercer Bowers 

Vice President/Physical Therapist 
BS The University of Maryland, 
Eastern Shore 

Carolyn Mercer Bowers came from 
Texas as an independent student to The 
University of Maryland. Eastern Shore to 
get a degree tn physical therapy. Her 
parents were able to provide minimal 
initial assistance for a portion of her 
tuition After high school, she had 
worked for a doctor as a receptionist, 
hut felt extremely unchallenged. "The 
doctor and I would talk about what I 
wanted to do He was an important 
influence behind my pursuing higher 
education ~ 

Since she was graduated from I'M ELS. 
Carolyn and her husband have started 
their own physical therapy practice in 
the Maryland/District of Columbia area. 
"With the help of financial aid. I achieved 
one of my long* term goals by becoming 
Vice President of our own company. It 
would have taken longer if I had to sit 
out some semesters to work fall-time 
You need to retain the information and 
carry it over to the following class." 

Thanks to student aid, Carolyn was 
able to concentrate on absorbing new 
information for her studies instead of 
worrying about how she would pay the 
next semester s tuition 



Jesus "Jessie" Camacho 

City Chamber of Commerce Manager 

AA University of Hawaii 

M A Golden Cote University, CA 

Just when Jessie Camacho was really 
beginning to climb the marketing ranks 
in Silicon Valley, the firm where he was 
a vice president merged with another 
company, leaving him out of a Job " M Y 
wile waa pregnant with our third child 
and I was on unemployment We soon 
depleted our savings, the compensation 
expired, and I was compelled to apply 
for Aid to Families with Dependent 
Children." 

Shortly thereafter Jessie was admitted 
into a one-year master s program. "The 
Welfare Department allowed me to 
borrow through the Guaranteed Student 
Loan Program because I was making a 
concerted effort to better myself and 
remove my family from public assis- 
tance 

Upon graduation, Jessie became Assis- 
tant Director of Economic Development 
lor the city of Delano, California, a*, well 
as Manager of the City Chamber of Com- 
merce "I am very happy about my new 
career in the public sector. Sure, I get 
disgruntled, but that's life Had it not been 
for the financial aid 1 received, my dreams 
would not have been realized. I had no 
money, and no contacts to borrow 
money- ** 




"My amission to the 
Qfadaata program 
was valueless without 
fiaancia! aid." 
Jessie Ciewcho 
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Roger Dean 

Mechanical Designer 
AA Southwest Wisconsin 
Tecbtiicai College 

A motorcycle accident in 1986 perma 
ncntly altered Roger Dean s life He was 
working as a machine tool operator but 
due to a crushed foot and substantial leg 
injuries, he was prevented from standing 
and operating the machine. 

"1 was forced to establish a new life 
and i new career in a field where I had 
no real educational background. I was 
out of a Job and had depicted my savings 
on health care insurance and hospitaliza 
tion," Roger remembers "My only 
choice was to get an education Financial 
aid made that possible 1 lived 24 miles 
from school* I couldn't afford a social life, 
but 1 had a great grade point average " 
Roger is a mechanical designer for the 
Bcloit Corporation, a company that 
designs and builds paper inanuiacTuring 
machines "I've worked with people who 
only have experience. Today, however, 
a company will ask, "what education do 
you have beyond high school?" If the 
industry dries up, what will 'hose people 
without an education do? Financial aid 
gave me the opportunity to out my best 
foot forward and get the education " 

Michael Andrews 

Student 

Hinds Community College, MS 

Twelve years ago Michael Andrews went 
to school to study muatc education, but 
he dropped out to get married and ended 
up working at a Job with no future A 
recent divorce propelled Michael, a 
sirtgk parent of three, to return to get a 
degree He says, -all of that math and 
science are really a burden on this older 
mind!" But he to expected to perform 
well because his children arc A and B 
students and they expect he should be 
too. All of their encouragement must 
have an eflect; he has maintained a 3 6 
grade point average. 

As part of his education to be an 
electronics technician, Michael partici 
pared in a co-operative education pro- 
gram at the Waterways Experiment 
Station of the Department of Defense's 
Corps of Engineers. The program allows 
a student to work one semester full time 



and then study the next, alternating until 
its completion Michael is currently 
working and will finish his last semester 
of school this fall. Upon graduation, 
Michael will have a permanent |ob with 
the Corps of Engineers. 

Because Danielle, Bobby, and Jonathan 
are involved in the extended-day pro 
gram through their school, Michael has 
more time to fulfill his educational 
responsibilities, while the children are 
involved in computer and music classes, 
drama, art, and gyninasucs* The kids can 
operate computers better than I can. It's 
number one on their Christmas list to 
gcv one of their own They also like the 
Teenage Mutant Ninja Turtles. 1 think 
watching the show is their prerequisite 
for going to school every morning 

"We talk a lot about the importance 
of an education They know those who 
aren't educated can t be competitive 
They already have a good start." 
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This book of Student Aid Success Stories is made possible by 
the people below who took the time to respond to NASFAA's 
call for success stories. Due to space limitations, not all of the 
stories submitted could be included Thanks to all of the dedi- 
cated professionals who shared their student successes with us. 



Gene Adams 

Whitman College. \X A 

Charles Aldington 

Northeast Area Vo-Tech Cemer, OK 

Michael Alexander 

University of California. Santa Barbara 

Marilyn Ambroae 

Wesley College, DE 

Joe AquiUa 

Northern Virginia Community College 
Martha Arnold 

Hillsdale Free WUl Baptist College, 
Sherry Arnsteln 

Oklahoma Sate University College of 

Osteopathic Medicine 
Kay Barnes 
Sterling College, kS 
Albert Barreda 
Texas Southmost College 
Marie Bennett 

Northern Virginia Community College 

William Bennett 

Cleveland Sate University 

Suzanna Bleaslngton 

University of California at Los Angeles 

Neil Boryard 

West Virginia U diversity 

Lynn Borsei 

University of Michigan 

Frank Candallia 

Our Lady of Holy v ross College, LA 
Fred Carter 
Seattle University 
Kelly Cattaneo 
P e p perd ine University 
School of Law, CA 

U.S. Senator Thad Cochran 
Mississippi 

Ronald Conpernoll 

Southwest Wisconsin 

Terhnical College 
Dolores Davis 

North Carolina AAT State University 
Dennis Earn 

Northeastern UtUahoma A A M C ollege 
Slater Kay Elmer 
Silver Lake College. WI 
Ginger Klocfc 

University of Wyoming 



Mary Garren 

University of North Carolina. 

Chape! HID 
VS. Rcpeeaemstfve 

Henry Gonaalez 

Sifvcrio Ham 

California State University at Fresno 
Maureen Rentier 
Loyola Msrymount University. CA 
JoAnn Hunt 

Central Missouri Sate Universiry 

Keith Jensen 

New York University 

TamsrsJohBstonr 

American Association of College* of 

Osteopathic Medicine, MD 
Judith Lewis 
University of San Diego 

Montgomery College, MD 

Oklahoma City Universiry 

School of Nursing 
Don Matthews 
Southwestern Oklahoma 

SOte University 
Barry McCarty 
Lsftyene College. PA 
Pam McCottnhay 
The Universiry of Oklahoma 

Oansha sacOardy 
Kansas Board of Regents 
B1U ftscrarland 

Oral Roberts University. OK 
Case Mclntyre 
Allentowo College* PA 
Mary Neal 

Randolph Macon College, VA 
Ui. Sensaor Oaftorne Pell 
Rhode Island 
Donna Petes 

Wheaion College, IL 

Pranrie Pen* Katiilonietes 

Boise State University, ID 
Kori Weaker-Petty 
Eastern Montana College 
Linda Phillip. 
Mississippi College 
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Senator Pell. Thank you. I find myself in pretty broad agree- 
ment with you, Dr. Martin. 

Turning to Mr. Blair, when we have kids who don't repay their 
loans, who default, doesn't that have a bad psychological effect on 
them for the rest of their lives? 

Mr. Blair. Very much so, sir. What we are trying to do is, we 
began a major initiative over 3 V2 years ago so that the students 
would know what they are getting into, that it is a loan, what their 
responsibilities are. We created a video that is given U the stu- 
dents to watch which declares a very simple message: You default, 
you die. 

The idea is that they are very clear that it is a loan and those 
responsibilities will be with them, but, more importantly, we teach 
them of that responsibility, if they run into trouble, if they lose a 
job or they become sick, how to get the deferments that will allow 
them not to go into default. Our schools are also setting up exten- 
sive support systems so that the students, if they run into trouble 
or can't understand the complexities of the problem, will have 
technical assistance to help get it straight. 

Senator Pell. I think that the proprietary, the taxpaying schools 
that I call them, serve a very real role in education. When you 
hear, as we heard earlier this morning, that 20 out of the 2,000-odd 
schools are responsible for 25 percent of the defaults, then you real- 
ize there is something wrong, and these institutions, I would think, 
should be kicked out of the program. What would be your view? 

Mr. Blair. I agree. We have moved very aggressively to also 
work with the department. NATTS has put into place a whole 
series of processes that will strengthen the review as well as the 
more intensive screening process as schools come in to apply. We 
are also very much involved in our own tightening of the stand- 
ards. In this last year, some 21 schools have lost their accreditation 
who have come up for renewal. It is a very extensive process that 
is controlled in large part by due process, but it represents a com- 
mitment on our part to make sure that those schools that do not 
meet the standards or become financially weak are removed from 
their eligibility. 

We also supported the legislation which was in the budget recon- 
ciliation bill which stopped schools who were under negative action 
by one accrediting body to jump to another, so that we have been 
able to stop the accreditation jumping. 

In addition, we have also put together a series of major proposals 
and remedies that are now in place on NATTS accreditation which 
will ensure the public's confidence can be there, that if it is a 
NATTS-accredited school it is a quality educational experience. 

Senator Pell. I would like to ask each of you what you believe 
can be the benefit derived from this experience we are going 
through now — or what we can learn from it. That is a better way 
of phrasing it. 

Mr. Blair. In my mind, the single most major impact that we 
have learned is that we have over the past several years made bor- 
rowing the way people pay for their education, and we have made 
poor people use borrowing; and we have not addressed the fact that 
as we have had more and more poor people have to borrow, we 
need to recognize there are additional costs in servicing them, 



187 



183 



there is additional costs in serving the short-term programs, and 
those must be addressed if we are to continue to have access for 
everyone in this country. 

Senator Pell. Thank you. 

Mr. Saunders. 

Mr. Saunders. Mr. Chairman, I would agree with that generally. 
I think the opportunity this whole issue has brought to our atten- 
tion is the very real need to make substantial changes in the law 
in reauthorization. And I am encouraged, as I say, by what I have 
heard from the Secretary this morning about some of their plans 
for recommendations in the reauthorization process. It is encourag- 
ing to hear you and others in the Congress talk about the need for 
major changes. And over the last couple of reauthorizations, the 
starting assumption has been nothing much is going to be done, we 
are just holding the programs in place. I think we have an entirely 
new opportunity to really make some progress this time around. 

Senator Pell. Thank you. 

Dr. Martin. 

Mr. Martin. Senator Pell, first of all, I agree with my colleagues. 
I think there are a couple of points that I would like to make. 

One is I think the thing we have learned out of this is that it has 
been foolish and short-sighted to have the shift that we have seen 
in the last decade to expect very low-income disadvantaged stu- 
dents, many who are poorly prepared, to have to primarily finance 
postsecondary education, at least starting off, with high amounts of 
indebtedness. We should have been providing these students grants 
and work opportunities to give them a chance to be successful, and 
then give them loans to move on. That has worked, and it has 
proven it has worked before. So that is the first point. 

The second thing I think we have learned out of this is that it is 
unfortunate that the program has gotten, I think, some of the bad 
press. I have been appalled by the stories that I have read across 
the country about comparing this to the S&L debacle. 

Let me give you an example. First of all, the S&L debacle was 
caused in part because of deregulation. Wc have not had deregula- 
tion in this program. Quite the contrary. 

Second, by the very structure of the S&L programs, these were 
entities with shareholders that shouldn't have been making bad 
loans that they did so. By the very nature of this program, we are 
supposed to take risks with people that don't have the means to 
give them opportunity. And I think we get apples and oranges here 
in terms of it all being mixed up. But they are not the same Mr. 
Chairman. I think the fallacy of this is that we have used short- 
sighted programs because people thought it would be cost-effective 
to use loans to create opportunity. And if we are going to do that, 
then we are going to have some costs. And somewhere we are going 
to have to be willing to stand up and say that there is going to be 
more risk and the Government is going to have to pay for it. 

I think it would be better to change the policies as you htve pro- 
posed, to use programs like the Pell grant program to give those 
students the opportunity for that, and only use loans as a last 
resort and for people who maybe aren't as poor that have credit 
experiences, and then it is an appropriate vehicle. 
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Senator Pell. Wouldn't a simple approach to this be the idea 
that has been bandied about of having the first 2 years being 
grants and then the next 2 years being loans? In other words, the 
first 2 years, one would not be eligible for a loan. 

Mr. Martin. I think, Mr. Chairman, that for a lot of students, 
and particularly low-income and disadvantaged students, that 
model would make a great deal of sense, and I think it would be 
supportive. I also think that there are students, however— and, ob- 
viously, there are differences in cost of education. I don't know that 
we could give a Pell grant of the magnitude to ensure that a stu- 
dent had the full choice of an institution that he or she would like 
to attend. And yet I don't want to deny them that. And if a student 
was willing to take out some loan for that choice, then I think that 
is appropriate. So we need to look at that carefully, but fundamen- 
tally I would concur with the direction that you are going and I 
think that you have always believed. 

Senator Pell. Mr. Saunders. 

Mr. Saunders. Mr. Chairman, if I could express a reservation 
about that proposal, to have grants for the first 2 years, it seems to 
me one of the things we need to do is build into the system more 
incentives for retention and graduation. And it seems to me that 
that specific proposal goes just counter to that idea. It may discour- 
age people or force people into shorter-term programs if the aid 
isn't going to be available in the junior and senior year. 

So I think one of the things we need to do is look at ways to pro- 
vide incentives and a bonus in student aid for retention in college 
and graduation. 

Senator Pell. Mr. Blair, you mentioned actions being taken to 
reduce defaults, both by your accrediting agency and the trade as- 
sociations. What would be some of those actions? 

Mr. Blair. In addition to the elements that I have mentioned, we 
have held a whole series of workshops. We have developed a 
manual. We have developed training aids. We have held workshops 
across the United States in concert with the Guaranteed Student 
Loan agencies. 

We have gone through now two rounds of training workshops, 
and we are about to commence our third. The third also provides 
additional materials for the students to understand their responsi- 
bilities and what they are to do. But, more importantly, we are 
finding that a lot of people simply have no experience with credit. 
So we are also putting together a series of videos that will help 
people understand what it means to have credit, what it means to 
make sure that they maintain a good credit rating. So it is all de- 
signed to support the student in knowing, if they have to have a 
loan, what their responsibilities are and how to correctly carry 
those out. 

Senator Pell. Thank you very much. 

I turn now to Senator Jeffords. 

Senator Jeffords. Thank you, Mr. Chairman. You have covered 
many of the areas I was going to cover. 

Mr. Blair, let me pursue a little bit further the 20 institutions 
that have the 25 percent. You mentioned that 21 had recently lost 
their accreditation. Were any of those 20 in that group? 
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Mr. Blair. I don't know which that 20 are that the Secretary 
had. We are going to secure that list and see what the match is. 

The ones that were in reference to the very large money ones, to 
my knowledge, no. Those have already been identified in the past, 
and they have been either removed or substantially reduced in 
their borrowing efforts. 

Senator Jeffords. In other words, most of the detaults are rela- 
tively old defaults when you look at that 25 percent? 

Mr. Blair. Yes, sir. We went through a period of time when 
there was rapid growth in the student loan programs. One of the 
dilemmas that has always been there is the role distinction, and ac- 
creditation has always been Firm in its belief that its focus has 
been on the quality of the educational experience, not upon the ad- 
ministration of student aid programs. 

What we are pleased to see now is that Secretary Cavazos ana 
the Department of Education is reinstituting the very critical over- 
sight that was lax for a number of years, so that we are able to 
both target very quickly and together on schools where we see ab- 
errant behavior, either in loan volume, student complaints, or con- 
cerns by the press or anyone else. So we have intensified our moni- 
toring system so that those kinds of problems simply, we are con- 
vinced, will not take place again. 

Senator Jeffords. I am also concerned from the other aspects. 1 
know, of course, that proprietary schools try to service, in many 
cases, a group from the area of the economically disadvantaged, 
and I would be concerned that we do concentrate on the accredita- 
tion rather than necessarily just on defaults, with the expectation 
that we are going to have perhaps larger defaults in the groups 
that we are talking about. So I would hope we kind of separate 
those things out so that we don't create a problem which really is 
adverse to social interest. . 

Mr. Blair. Yes. We are working very closely with the depart- 
ment. We are very pleased, for example, with Secretary Cavazos 
staging that he has so that you don't simply reach a cutoff point ot 
default. We intensify what is required. We intensify the oversight. 

We at the same time are looking to those schools that say that 
they wish to serve the high risk. We fully support that. However, 
when they accept that responsibility, they accept the responsibility 
of additional efforts. They are going to have to provide the counsel- 
ing and training that that very vulnerable population has. We 
have entered into an agreement with the American Council on 
Education to make sure that the tests that are used for ability to 
benefit students are sound and viable tests, they are administered 
in effective and controlled fashions, and that people who fall below 
certain ranges are not admitted to the programs because the proba- 
bility of their success is so low. 

So we are trying to do what we can in working with the Depart- 
ment of Education and others to ensure that the high-risk popula- 
tion is served, but served well. 

Senator Jeffords. My next question is to all three of you. I nave 
to take primary responsibility for the reform of the SLS and the 
PLUS programs, and I know that the immediate response was dra- 
matic, to say the least, which did give me some concern. However, I 
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note that with reforms that went through in reconciliation, we 
have seen almost a 50 percent drop in the number of loans. 

I would like your comments, as I look toward the future, first, 
whether what we did by making them more accessible and lower 
cost loans was good; and, second, did the reforms we made cause 
any negative problems or were the results mostly positive? 

Mr. Saunders. I think those were good reforms, Senator. I am 
not aware of any major negative reactions to it. 

Senator Jeffords. Before you go on, is the 50 percent cutback 
bad, then, or unnecessary? Did we create problems with that cut- 
back? 

Mr. Saunders. Well, Steve has already mentioned it has created 
problems in the proprietary sector. I am not aware of any serious 
problems in the collegiate sector. 

Mr. Blair. In the proprietary sector, there were very adverse im- 
pacts of it. One of the things that has happened is with the very 
serious concerns that people do not engage in too great of borrow- 
ing. Caps were placed upon the Guaranteed Student Loan program. 
People generally think that all proprietary schools simply serve is 
the downtrodden masses of this country. That is simply not the 
case. We serve the full range of the economic spectrum. 

Senator Jeffords. I certainly understand that. 

Mr. Blair. The dilemma that we face is that there are a lot of 
people who are not eligible for Pell, that the cap on the GSL re- 
duces what they had as access, and so what we faced were a large 
number of single heads of households who were looking to the SLS 
program to meet the additional costs, not only of the tuition and 
fees but also for the support they needed so desperately for child 
care. 

So what has happened is we have seen the most devastating 
effect take place particularly in the high-risk areas, the urban 
areas; schools in the city of New York have closed simply because 
the cost of the education cannot be reached with the availability of 
the current student aid configuration. So it did do damage. 

It also stopped some abuses, and so it did serve a good purpose. 
But the inability to make the distinctions between those truly de- 
serving and needy and where there were abuses meant that a lot of 
good people were seriously harmed. 

Mr. Martin. Mr. Jeffords, I might just add that I think generally 
from our membership, I would agree that we have had some 
schools that have relayed to us some of the very concerns that 
Steve has expressed. On the other hand, I think that we have had 
a lot of institutions that have basically applauded those changes. 
Unfortunately— I hate to say this — but I think there were a few 
people that were abusing the program, people that were clearly — I 
don't think we anticipated when we created the SLS as a backup 
that people would not work through the process, that you would 
first try to give a student a guaranteed student loan first of all. In 
some cases, we found that even though students would have quali- 
fied for a guaranteed student loan, the institution did not offer the 
guaranteed student loan first but went directly to the SLS because 
it was a little more money and you also could disburse it in a 
single disbursement. 
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Now, that was clearly not what was intended with that program. 
It was to be an additional backup. Those kind of events— not 
many— did occur. And I think I agree with Steve. I think that we 
have weeded out that kind of abuse because of the legislation that 
has been put in place. The unfortunate thing when we cast a broad 
net like that is that there were some well-deserving people that fall 
through the cracks, that don't qualify even for the GSL as we have 
made it more restrictive. They are just slightly over, or they can 
only qualify for a small amount. And the SLS really made the dif- 
ference for them. Some of those people now are not getting it. 

So as we move forward, in reauthorization and so on, again, I 
think it gives us an opportunity now to see how do we do that but 
ensure a proper control so it won't be abused. 

Senator Jeffords. I guess you know how interested I am in the 
program. I would like to work with you so that we can ensure that 
we don't deny people an education because of the nuances of the 
law or whatever, but that we also don't allow abuses which previ- 
ously occurred. 

Thank you, Mr. Chairman. 

[Additional statements and material submitted for the record 
follow:] 
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Responses to questions submitted by the Committee from Mrs. Frohlicher 

1. Your testimony states that guaranty agencies have been cracking down on bad schools. 
Could you please elaborate? 

Section 428(b)(I)(T) authorizes guaranty agencies to limit, suspend, or terminate an 
eligible institution "pursuant to criteria issued under the student loan program which 
are substantially the same as regulations with respect to such eligibility issued under the 
Federal student loan insurance program...." Section 432(h)(3) of the Education 
Amendments of 1936 sought to prohibit "agency shopping 1 * by institutions which had 
been subjected to L, S, 3c T procedures by an individual guaranty agency by requiring 
the Secretary of Education, within 60 days of receipt of notice from the guaranty 
agency of imposition of a limitation, suspension, or termination, to *disqualif y" such 
instituti t from participation in the GSL Program as a whole unless he determines that 
the agenw had not followed the law in imposing such penalty. The Department of 
Education has upheld agency terminations (in instances where the school has appealed 
an agency's action, rather than closing its doors), but has refused to enforce agency 
limitations and suspensions of school eligibility, due to its General Counsel's opinion 
that the statutory term "disqualify" would require the Secretary to terminate the 
institution's eligibility, a penalty more severe than that imposed by the guarantor. 
NCHELP disagrees with this interpretation of statutory intent, and will seek 
clarification in reauthorization, if necessary, to assure that the law is carried out. 

Attached are reports from three guaranty agencies which have been especially diligent 
in undertaking actions against "bad institutions." As you can note, a number of these 
actions have involved limitations or suspensions (which have not been enforced by the 
Secretary) or ha* e led to the closing of an institution, thereby not requiring Secretarial 
action. It should be stressed that current law requires an agency to find and prove 
program violations in order to L, S, or T an institution; high default rates, in and of 
themselves, arc not grounds for termination, as the Department made clear to HEAF in 
1987 when it sought to cease guarantee activity with a handful of extremely high- 
default institutions. 

While Continental Training Services, tnc. d/b/a/ Superior Training Services v. Lauro 
Cavazos. Secretary of Education, et. aL called into question the Secretary's author.ty to 
take emergency action with regard to limitation, suspension, or termination of schools, 
the Congress in the Student Loan Reconciliation Amendments of 1989 made such 
authority statutory. Reflations implementing this authority were published in the 
Federal Register on August 7, 1 990. As the enclosed charts make clear, guaranty 
agencies continued to utilize emergency actions even during the period that the "parent" 
Federal authorit\ was unclear. 

Section 682.41 1 of the Regulations governing the Guaranteed Student Loan Program, 
which became effective in December 1986 (implementing the Education Amendments 
of 1980) shifted major responsibility for program reviews of eligible institutions from 
the Department of Education to the guaranty agencies. The regulation requires that an 
agency conduct biennial reviews of its 10 largest schools (by annual loan volume) and 
of any school whose students received 2% or more of the loans guaranteed by that 
agency for the preceding year. These required reviews of large schools have limited 
many agencies' ability to devote staff time and attention to "problem schools/ However, 
as program abuses have proliferated, especially with regard to the SLS program, many 
agencies, such as the ones whose reports arc enclosed, have substantially increased the 
size of their review and enforcement staffs to deal with the problems. In addition, some 
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States, such as California and Georgia, have by State law given guarantors increased 
authority over State licensure of trade schools, thus increasing guaranty agency ability 
to deal with the problems of "bad schools." 

2. By yonr testimony, are yon saying that other guaranty agencies are not facing serious 
financial difficultly? 

I am saying unequivocally that no other guaranty agency is in financial difficulties of 
the magnitude of those experienced by the Higher Education Assistance Foundation. 

All guaranty agencies may experience temporary cash flow problems, as lenders are 
entitled to file default claims 180 days after delinquency occurs (which the guaranty 
agency must pay within 90 days), while agencies are precluded by law from filing 
reinsurance claims with the Department of Education until the 270th day. (In the 
interim, the agency performs required due diligence, which may bring the defaulted 
loans into repayment, and obviate the need for a reinsurance claim.) 

In addition, agencies may suffer higher-than-anticipated default claims, resulting in 
such claims 1 being paid at 90, or even 80, cents on the dollar. However, "tripping the 
trigger" should not be interpreted as a sign of financial difficulty. Rather, an agency's 
"trigger rate" is highly dependent upon the characteristics of the schools which are in 
its area of service. Research has shown that borrowers at four-year institutions are 
significantly less likely to default than borrowers attending proprietary institutions or 
two-year colleges, A State with a high percentage of community colleges and trade 
schools is, therefore, much more likely to receive reduced reinsurance for at least a 
portion of the fiscal year-and to plan for such expenditures-than is a New England 
State whose institutional mix is heavily tilted toward four-year and graduate-level 
institutions. 

Finally, the spend-down legislation enacted as part of Budget Reconciliation in 1988 has 
served to reduce the amount of agency reserves, which are used to pay lender default 
claims. In enforcing the statute, the Department of Education withheld payments for 
reinsurance until the amount sought had been reached, even though the statute clearly 
vested in the agency the right of election on how to pay the money, and even though 
litigation over the constitutionality of the statute is still continuing in more than 20 
States. 

However, it cannot be stated strongly enough-HEAF's difficulties do fclfll represent 
a problem in the Guaranteed Student Loan system in this country. Other guaranty 
agencies are strong and healthy and fulfilling their responsibilities to students in 
postsecondary education across the Nation. 

3. How severe an impact has the guaranty agency spend down had upon your member 
agencies? 

It is difficult to say, since the impact of spend-down fell unevenly across the guaranty 
agency community. Long-established agencies with prudent management and low 
default rates felt the burden most heavily, since they were the most likely to have 
accumulated substantial reserves. The Department of Education did grant full or 
partial waivers to several agencies, although it is difficult to understand the basis for 
their decisions on agencies' obligations since none of the appeals process was conducted 
on the record. 
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The fallacy of GAO's spend-down criteria, challenged by NCHELP in its response to the 
I9S6 report, was that GAO assumed that no program rules would be changed and that 
future loan volume would be available to underwrite the cosu of dealing with defaults 
and other expenses associated with loans already guaranteed by the agency. This 
approach is inconsistent with accepted accounting principles, which would dictate 
sufficient reserves to cover the existing portfolio, even if no new loans were made. 

Of course, GAO's underlying assumption of no changes in the program to affect loan 
volume (and concomitant agency income) has not proven out. Recent GAO studies have 
documented the substantial decline in SLS volume which has resulted from 
Congressional action (fully supported by NCHELP) to deny SLS availability to 
borrowers in high-default schools. Although HEAPs spend down liability was not as 
high as that of other agencies, it did have its reserves reduced by that legislation, 
thereby aggravating the difficulties it encountered when the Department of Education 
required it to withdraw from 18 States in order to reduce the level of high risk loans 
in its loan portfolio. 

Spend-down's effects have not been limited to its financial consequences. The line of 
current Circuit Court dec sions (currently being appealed to the Supreme Court) holding 
that it is constitutional for the Federal government to revise its contractual 
relationships with guaranty agencies and to claim their assets has contributed to lender 
uneasiness about the fiscal stability of the program. Some lenders have even withdrawn 
from the GSL program, and credit markets which provide backing for State secondary 
markets are much more restrictive in their willingness to provide credit, as a result of 
spend-down. 

Have lenders begun to restrict lending to certain segments of the population? 

Some lendeis have. One national lender announced several years ago that it would no 
longer make loans to students attending proprietary institutions. Other large lenders 
have modified their lending policies with regard to students attending high-default 
institutions. However, moat lenders are still willing to make loans to all eligible 
borrowers under the statute. NCHELP knows of no instance today where loan 
availability is such that a significant Lender of Last Resort effort has had to be 
undertaken by a guaranty agency. 

As noted above, credit providers and credit enhancers are also becoming more cautious 
about protecting bondholders of secondary markets from acquisition by the markets of 
a disproportionate proportion of high-risk loan paper. Increasingly, bond indentures 
contain limitations on the type or amount of such paper that may be purchased with the 
proceeds of a bond issue* Such limitations, if carried to extremes, could further limit 
lending, since many lenders do not choose to hold student loans but rather sell them 
after origination or before they enter repayment, to obtain capital to make new student 
loans. 

Will HEAF's problems cam lenders to further restrict their area of service? 

There is no question that HEAF's problems nave raised questions in the lending 
community about their ability to be assured that claims will be paid in the event of a 
guarantor's financial difficulty. A lender's agreement is with the guaranty agency, 
after all, not with the Federal government. 
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However, Secretary Cav**os has been very clear in his statements that "all HEAF loans 
will remain guaranteed," and this assurance has done much to allay these concerns, 
NCHELP knows of no instances where lenders have announced more restrictive lending 
policies as a result of the current situation. However, lender attrition from the 
Program, attributable to the rising costs of servicing loans and the increasing cost of 
capital to make them, is a continuing concern. 



6. Is any preventive action being taken to avoid another situation of this magnitude? 

There is little possibility of another situation of this magnitude. HEAF is the largest 
guaranty agency in the country, in terms of total portfolio, A smaller guaranty agency's 
financial difficulty would not cause the GSL system such problems, as other guarantors 
would be able to absorb the portfolio without cifficulty. 

As I noted in my testimony, NCHELP is examining alternatives designed to prevent the 
recurrence of this problem, which will be part of the Council's proposals to the 
Subcommittee during reauthorization of the Higher Education Act in the next Congress. 

7. This crisis has raised many questions concerning the viability of the student loan 
program. Do you feel the program remains sound? 

Yes. This problem has arisen in August, traditionally the month in which the demand 
for student loan funds is highest. However, students across the country are apparently 
applying for. and receiving, Guaranteed Student Loans without difficulty. Certainly, 
given the extent of press coverage of the HEAF situation, any decline in GSL 
availability would have been thoroughly chronicled. 

However, NCHELP is undertaking an analysis of all of the elements of the GSL 
Program, with a special emphasis on guaranty agency solvency, so that the Council can 
make appropriate recommendations for strengthening the viability of the program, if 
any are needed, during Reauthorization. 

8. In last year's budget reconciliation, we eliminated SLS Loans for first-year students at 
school with default rates In excess of 30%. The General Accounting Office is issuing a report 
today showing that this action has dramatically reduced loan volume. Do you agree that this 
action will help loan defaults? 

Yes. GAO's study confirms reports NCHELP has received from guaranty agencies about 
the substantial drop in SLS volume in high-default schools. 

In California alone, SLS loan volume at high-default community colleges, private 2- 
year, and proprietary schools declined by $83.89 million (64%) for the first six months 
of 1990, when compared with the first six months of 1989, In addition, GSL borrowing 
for these schools declined by $49,87 million (25%). probably attributable for the most 
part to the SLS limitation. 

Based on a 17-month lag between guarantee and claim in SLS loans, the SLS default 
claim savings for fiscal year 1991, for California alone, will be $22,45 million for these 
high-default schools. In fiscal year 1992, California estimates that its SLS claims for 
Federal reinsurance will decline by $60.4 million, while concomitant GSL claims win 
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be reduced by $26,9 million, for ft total savings to taC Federal government-^ California 
claims alone-of $37.3 million. 

If California's experience during the first Six months of 1990 is typical of the nation's 
loin program as a whole, then the FY 1991 default claim savings could reach $179 
million and the FY 1992 savings could be as high as SS85 million. 

9, What art the lessons to be learned f root the HEAF crisis? 

I am not sure that anyone can know the answer to this question until the crisis has been 
resolved. Some of the lessons we knew intuitively-that maintenance of lender 
confidence in the fiscal strength of the program is essential for its continued effective 
functioning, as withdrawal of lender participation would spell the program's demise; 
that some populations are more prone to default than others, and the costs of making, 
administering and collecting their loans, and paying for their defaults, is much higher 
than similar costs involving lower-risk populations; that the GSL program, which began 
25 years ago as a middle-income cash-flow program has been transformed over the years 
into an open-access Program which has become the primary vehicle for financing the 
postsecondary education of the most needy: that the almost-annual process of budget 
reconciliation has reduced the funding available to lenders, guaranty agencies, 
borrowers, and schools, as their responsibilities have been increased by Federal 
regulation and statute; that much more attention needs to be paid to the front end of 
the process-how institutions are admitted into the program-than has been paid in the 
past. 

There may be other lessons that become clearer as the process moves forward. 
Reauthorization of the Higher Education Act in the next Congress will provide an 
excellent forum for making whatever statutory changes may become necessary, 

10* During the 1980s, we had a dramatic shift from grants to loans. Our student aid 
programs have also failed to keep pace with the cost of a college education. Could you please 
comment on how this policy change it affecting student loan defaults? 

The fact that grant and other campus-based aid funds did not keep pace with college 
costs during the past decade, resulting is a substantially-increased reliance on loans f or 
postsecondary education financing has undoubtedly had a substantial effect on the cost, 
if not the rate, of student loan defaults. The Administration has repeatedly publicized 
Federal expenditures for default costs, giving the impression that borrowers were not 
repaying their loan; in ever*greiter percentages. Actually, the rate of Guaranteed 
Student Loan defaults has not increased significantly over the last ton years. Costs have 
increased, reflecting the jump in annual GSL lending from $2,984 billion in FY 1979 to 
$12,434 billion in FY l9S9-an almost direct result of the failure of other aid programs 
to keep pace. As conceived, the Pell Grant was to be the foundation of student 
financial aid, with other campus-based programs serving to augment a student's aid 
package, and with GSL as the "last resort" program for high-cost institutions. Instead, 
today the GSL Program is the f-cond-largest source of aid for college, ranking behind 
parental contribution, and to many students it is the only source of aid. 

It is imperative that the grant-loan imbalance be rectified next year in Reauthorization, 
so that all aid programs can function as Congress intended. 
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What do you sot as tho primary tamos of studtat loaa dofaalts? 

Studies have consistently shown that th' primary reason that borrowers do not repay 
their Guaranteed Student Loans is that thiy do not have the money to do so. 

Changes made by the Congress over the past several years have virtually eliminated the 
stereotypical "doctor with a Corvette" who is thumoing his nose at collection efforts. 
All defaults are now reported to credit bureaus, thereby thwarting defaulters' efforts 
to obtain other credit for home mortgages, cars, or credit cards. Most States participate 
in the Federal IRS Offset program, which applies any tax refund due the borrower to 
his outstanding loan indebtedness. In addition, many States have enacted similar State 
rax offset programs. Guaranty agencies have been extremely creative in developing 
other relationships to assist them in collecting loans-agreements with trade and 
professional licensure agencies which will not issue the necessary license to a defaulter; 
cross-checks with Motor Vehicles Departments and other State agencies for current 
borrower addresses *o pursue collection activities; authority to confiscate lottery 
winnings to satisfy defaulted GSL debt. 

Other factors also contribute to defaults. If a borrower docs not receive a quality 
education, he often feels under no obligation to repay, although the debt is owed to a 
lender which has no control over the educational program provided by the school. 
Tightened eligibility criteria for educational institutions and active monitoring and 
termination of "bad schools" by guarantors and the Department of Education should 
reduce the incidence of default caused by inadequate instructional programs. Similarly, 
if a school closes while the borrower is enrolled, he often defaults on the amount of his 
loan for which he is still liable, since he did not receive the educational credential 
necessary for obtaining the job which would enable him to repay. NCHELP will be 
making recommendations to the Subcommittee concerning treatment of "closed schools" 
as part of the Reauthorization process. 
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MEMO 

TO. Ms. Laurie Quarto* Staff Associate, NCHELP 
Mr. Robert Fomer, Otaadv, CSLP 
Ms. Carman Plelranbfori Manaoar of CTI, CSLP 

FROM: Marechall S. SrnrtrCJS& Program Officer, CSLP 

DATE: 1 August 1990 

RE: CSLP Program Reviews 



The Colorado Student Loan Program (CSLP) performed approximately 25 
reviews in the time frame of 07-01-89 to 06-30-90. This number reflects official 
program reviews and does not take into account technical assistance, trainings 
and "unofficial" reviews. CSLPs Compliance, Training, and Investigations 
Department (CTI) employs five (5) program officers; one lead, two school 
specialists, two lender specialists; to do the program reviews and an 
investigator. The CTI Department has, aa its responsibility, performing a 
program review at each lender and school approved by CSLP at least every 
three years. Institutions with high default rates and in CSLP's top ten are 
reviewed every two years. This type of review schedule can only be 
accomplished by a guarantee agency with a focused area of responsibility, like 
CSLP. 

CSLP has taken restrictive action (Limitation, Suspension, or Termination) 
against three (3) institutions in the past year and a half. Two (2) of the actions 
were taken as a result of CSLP's program reviews. The most recent action 
involved a school with campuses in Colorado, New Mexico and Arizona, and 
involved over 300 students. I have attached a copy of the lability assessment 
letter sent to the president of the corporation with regard to only one of the 
campuses involved. The actions were a result of the schools' failure to make 
refunds, admitting ability to benefit students Improperly and problems with other 
areas of administrative capaoi8ty~issues that could best be discovered by a 
program audit or review. 

Criminal action has or is being taken against the officials of thew three schools. 
A school official has already plead guilty to criminal activity, another case will go 
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to a grand Jury ntxt week, and th# others am atili undar investigation. CSLFa 
investigator also works on fraud and abuaa by studanta and financial aid 
personnel, both on tha state and fadaral (avals. Many casas hava been 
successfully triad, and tha guilty partes hava paid Unas or saivad time in prison. 

Of tha schools where restrictive action has been taken, tha statistics look like 
this: 



Total Loans Guaranteed: 



Total Dollar Amount Guaranteed: 



school #1-395 
school #2- 1,378 
school #3 - 8,397 (comb) 



school #1 
school #2 
school #3 



$1,001,221 
$3,687,780 
$25,198,203 (comb) 



Cohort Default Rates: 



school #1 - not listed 
school #2 m 39.9% (FY 88) 
school #3 -34.6% (FY 88 av) 



The amounts Isted hare are cumulative amounts of loans guaranteed by CSLP 
and Include Stafford. SLS and PLUS. School #3 includes 11 campuses. 
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STATE OF COLORADO 



OtfliHHiWM tit Hkfttf Mutafld* 
COlOtAOO SrtlDCNT LOAN PROGRAM 

OMN«t.COtO>01-1440 

PIMM (KB) 2M-WM 
fAX (JO)) 114-107* 



July 5, 1990 




Dear 

The administration of your poHdes and procedures for the Guaranteed Student 
Loan Program at • "*» reviewed 

Tt.e findings of that review were disclosed to you In a 
report dated " Because of the seriousness of those findings, 

filereviews were required In a number of areas. You were instructed to answer 
the report and submit oocumentation of your findings to the Colorado Student 
Loan Program by 

Due to the failure by your Institution to adequately respond to the report, the 
following liabilities have been a ss e ss e d in the areas indicated; 



VIOLATION 
Missing AbiHty-to-Benefit 



Mating Financial AW 
Transcripts 

Incomplete Verification 

Unresolved Discrepancies 
(Verification) 

Funds Released to Students 
Not Maintaining Satisfactory 
Progress 



% OF LOANS 
94% 

34% 

27% 
27% 

20% 



LIABILITY ASSESSED 
$ 3,512.689.76 

$ 1 ,270,647.36 

$ 1,006.964.08 
$ 1.008.964.08 

$ 747380.08 
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Julys. 'MO 
Pigt Two 

The percentage of loans is based on tht number of AIM reviewed with the 
vtotaoon. compared with the total number of fllM reviewed. The percentage 
ww then extrapolated to the number of Joans guaranteed since September 1 , 
1988. excluding cancelled loans. Many of the loans have mora than one 
violation; therefore, the Institution need only satisfy the labiUty itsewsdase 
reeuft of the Missing AbiHtyto-BeneUt Teats violation to be considered in 
compsance with this demand ft the institution decides, however, to perform the 
required fits reviews rethsr than paying the assessed labilities, the institution 
must perform all of the file reviews as Indicated in the original program review 
report 

If you have any questions, pleass contact me by calling (303)294-5050 
extension 310. Immediate payment of the liabilities is expected and must be 
received by CSLP no latsr than August 10. 1990. 

Sincerely. 

Paffl Swisher 
Program Officer 

ok Knave Hanson. CSLP 
Carmen Pteksnbrock. CSLP 
Harry Shnver. USOE 
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UNITED STATES DEPARTMENT OF EDUCATION 



OFFICE OF LEGISLATION AND CONGRESSIONAL AFFAIRS 



September 5, 1990 



Senator Claiborne Pell 
Chairman 

Subcommittee on Education, Arts and Humanities 
United States Senate 
Washington , D . c . 20510 

Dear Mr. Chairman: 

Enclosed are Secretary Cavazos* responses to HEAF-related 
questions you submitted in follow-up to his August 3 appearance 
before the Subcommittee on Education, Arts and Humanities, 

I hope you find them satisfactory, and I appreciate your support 
as the Department attempts to reach a solution to the HEAF 
situation. 




Attachment 
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RESPONSES BY SECRETARY CAVAZOS 



TO QUESTIONS SUBMITTED BY SENATOR PELL 



1. Will the transfer of HEAF's loans cause financial 
difficulties for whoever assumes their responsibilities? How 
will this be avoided? 

A • We have retained the services of a financial management firm 
to analyze the various options which are being considered. That 
firm is also analyzing the financial impact that the assumption 
of the HEAF portfolio would have on the various entities being 
considered. Our own staff are also analyzing the financial and 
operational burdens. We are determined to select the option that 
will ensure that the HEAF portfolio is properly serviced, and 
causes no disruption to the loan guarantees. In addition, we 
want to ensure that HEAF's problems are not simply transferred to 
another entity or entities, and that we do not face another HEAF- 
type collapse. To this end, we are analyzing the financial and 
operational impact on a successor entity or entities. 

2. Will the problems confronting HEAF affect the ability of 
students to obtain loans for the upcoming school year? 

A. No. Problems confronting HEAF should have no effect on the 
ability of students to obtain loans. Currently, United Student 
Aid Funds is, and other State guarantee agencies are, able to 
guarantee loans in the five HEAF-designated States and the 
District of Columbia if they have agreements with lenders in 
those States. Furthermore, all options to address the HEAF 
problem that we are contemplating will ensure that students 
continue to have access to the GSL programs. 
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3, over the past two years, the Department has put into effect 
regulations to reduce defaults, many of which are based upon my 
Senate-passed default bill- Can you give us any early indication 
of how these regulations are working? 

A. It is still too early to estimate with any certainty the 
impact of the Department's default reduction regulations, uhich 
were finalized in June 1989, as part of the Department's Default 
Reduction Initiative ~ a package of regulatory, administrative 
and legislative measures designed to address the default problem . 

Although schools are currently undertaking steps to address the 
default problem in accordance with the Initiative, changes in 
institutional default calculations and significant program 
savings will not be reflected for a number of years. This is 
becau.se borrowers in school at the time of the implementation of 
the Initiative will not be reflected in default statist. cs until 
the calculation of the FY 91 cohort default rates, which will be 
collected and published early in 1993 . However, we believe the 
delayed delivery of loan proceeds to first-time borrowers and the 
use of a oro r q t ^ refund policy are having a positive impact on 
reducing defaults attributable to early dropouts. 

Some of the regulatory measures in the Default Reduction 
Initiative include: 
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d requiring participating schools to provide initial counseling 
with first-time GSL borrowers to ensure that they have a clear 
understanding of their rights and obligations under the 
program and where they may turn if they encounter problems in 
repaying their loans; 

o requiring schools offering certain types of vocational 
programs to provide detailed consumer disclosures to 
prospective students on the completion, job placement, and 
state licensing pass rates of former students in those 
programs; this information will be gathered and used to 
evaluate programs and schools, and be published as consumer 
information to help students make informed choices; and, 

o requiring participating schools at certain levels of default 
to implement comprehensive default management programs on 
their campuses, delay loan delivery to first-time borrowers at 
their schools, and implement a EEfi rata refund policy for 
student borrowers who drop out or withdraw early in their 
programs . 

Also, as part of the Initiative, guarantee agencies have been 
required to conduct program reviews of schools with default rates 
that exceed 40 percent so that we may closely monitor schools 
that we believe are having problems. Finally, lenders have been 
required to enlist the assistance of schools in tracking former 
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students and encouraging them to repay by providing schools with 
a notice of the borrower's delinquency. 

Schools participating in Title IV programs were required to 
implement these actions shortly after the regulations were 
published in 1989. The strongest muasures in the regulations, 
which allows for Limit, Suspend and Termination (L,S & T) actions 
against schools with over a 40 percent default rate, will take 
effect in FY 1991. 

4. What are the lessons to be learned from the HEAF situatioi 
and what needs to be done to prevent further crises like this in 
the Stafford Student Loan Program? 

A. We are continuing to review the HEAF situation to determine 
what lessons can be learned and to develop proposals designed to 
avoid further crises of this type. Upon our initial review, the 
HEAF situation appears to indicate a need for closer management 
of guarantee agencies? the collection and analysis of audited and 
unaudited financial statements for all guarantee agencies; and 
more stringent accreditation process monitoring and eligibility 
reviews to determine the eligibility of schools and their 
students. One thing is certain — we need to pursue additional 
steps to reduce the default rate. The Department is considering 
legislative, regulatory, and administrative proposals to this 
end, many of which will be included in the Department's Higher 
Education Act reauthorization proposals to be submitted in 
February, 1991. We are alLo considering proposals to strengthen 
Federal oversight of guarantee agencies and postsecor* Jary 
institutions* 
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5, Can you tell us if there are other entities in the Student 
Loan Program facing problems similar to HEAF's? (And if so, who 
are they?) 

A. As we indicated previously, there are a few guarantee 
agencies experiencing what ve now believe are short term cash 
flow problems. We have engaged the service? of a financial 
management firm to assist ED staff in reviewing the financial 
aspects of the guarantee agencies. These reviews will be 
completed within 60 days* 

The Department is reviewing the financial solvency of all 
guarantee agencies. Indicators such as reserve ratio, default 
rate, and mix of loans by postsecondary sector will help uc 
identify guarantee agencies for in-depth review. In addition, we 
are reviewing audited financial statements of all guarantee 
agencies. Site visits are being conducted at 15 guarantee 
agencies to be completed by September 28, 1990. 

6. How much will it cost the American taxpayer to solve this 
problem? 

A. Given the various options we are pursuing, the final cost to 
the American taxpayer is unknown rt this point. Various options 
to address the situation are under consideration and each has its 
own cost. It would be premature at this point to indicate which 
cost level presents the best overall solution. We will inform 
the Subcommittee as soon as we know what the cost will be. 




214 



7. I have bean told that in court cases regarding the guarantee 
agency spend down reserves, the Administration has contended that 
guarantee agencies need not worry about their reserve level 
because their assets are backed by the Federal Government? Is 
this correct? 

A. No. The Department's response to the court challenges to the 
recovery of guarantee agency excess cash reserves required by 
Section 422(e) of the HEA has not included an argument that 
agencies need not worry about the level of their reserves. 
Instead, the Department has argued that the reserve funds are 
dedicated to the GSL program. 

8. What, if any action, did the Department take with HEAF to 
stem their financial difficulties and prevent the problem from 
escalating? 



A. HEAF proposed to stop guaranteeing loans for certain schools; 
stop guaranteeing loans for certain lenders; and require co- 
signers on student loans for students at some schools. These 
proposals violated either section 428(c)(2)(F) or section 
428(b) (1) (T) or (U) of the Higher Education Act of 1965. In 
discussions with us, HEAF also su« ited that it withdraw its 
guarantee from entire states as a way to adjust the proportion of 
proprietary school loans in its portfolio. The Department 
approved the request in the expectation that adjustments to 
HEAF ■ s loan mix would improve its financial situation. HEAF 
announced its withdrawal from 18 states in April 1988. 
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9. Is any consideration being given to providing a mechanism for 
HEAF to continue their operations? 

A. No, continuation of HEAF as a guarantee agency is not one of 
the options under consideration. 

10. Is any preventive action being taken to avoid another 
situation of this magnitude? 

A. Yes, with the assistance of a financial management firm, we 
are reviewing the financial strength of all guarantee agencies 
and are considering strategies for addressing guarantor solvency 
issues. 

We are also engaged in preventive activities. Although it will 
take several years for default rates to reflect the full effect 
of the Department's Default Reduction initiative, we are 
confident that we can significantly reduce the incidence of 
default, thus helping to avoid HEAF* like problems in the future* 
Restrictions on access to SLS loans enacted in the 1*89 Omnibus 
Reconciliation Act will also reduce defaults. In addition, we 
will continue to seek enactment of default-related provisions of 
the Department's "Student Default Reduction Amendments* and other 
legislative proposals. These proposals include the following: 
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authorize guarantee agencies to garnish defaulter's wages. 
This proposal would authorize guarantee agencies to garnish a 
defaulter's wages, up to 10% of disposable pay, after the 
defaulter is provided a notice and an opportunity for a 
hearing; 

require lenders to offer graduated repayment schedules to 
student loan borrowers, thus easing the terms of repayment in 
the early years, and reducing the risk of default; 

delay loan disbursement to all first-tine borrowers for 30 
days from the student's first day of classes. This would help 
reduce the inordinately high rate of defaults by students who 
withdraw within the first few weeks of class; and, 

tighten "ability to benefit" criteria by requiring students 
without a high school diploma or GED to pass a test given by 
an independent third party. 
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11* One of the most difficult problems in tackling the default 
problem is obtaining accurate default data. Could you please 
comment on what progress, if any, the Department is making in 
this regard? 

A, The Department receives its default data via computer tapes, 
known informally as "tape dumps, " provided by the guarantee 
agencies. From these tapes, we also obtain default data needed 
to administer the Secretary's Default Reduction Initiative, Over 
the past several years, we have been working closely with the 
guarantee agencies to improve our data bases, and to ensure the 
most accurate data possible. We believe that the information 
that we are currently receiving reflects a very high level of 
accuracy. The accuracy of this data is demonstrated by the fact 
that, even though a large number of schools request "back-up 
data" from the Department to support the default rates we 
publish, very few schools (74 for the 1987 cohort, 13 for the 
1988 cohort) appeal their default rates once this data is 
received. Of these appeals, only 12 schools in the 1987 cohort 
had their default rates reduced, and in the 1988 cohort, seven 
schools have had their rates reduced and four appeals are still 
pending. 
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Honorable Claiborne Pell 
Chairman 

Subcommittee on Education, Arts, 

and Humanities 
648 Dirkson Senate Office Bldg. 
Washington, D.C. 20510 

Dear Chairman Pell: 

I was extremely pleased to see your quick response to the current 
crisis facing the Higher Education Assistance Foundation ( HEAF ) . 

it is vitally important that this issue be addressed responsibly and 
without undue hesitation. As I am sure you are aware, some lending 
institutions have already begun to slow down the processing of new 
loans for students pending action of the Department of Education. 
One of Minnesota's major lenders, Twin City Federal — which accounts 
for almost a third of the loans in the Minneapolis/ St. Paul area 
has declared that it will stop both its current and pending 
disbursements until a resolution is reached. This is of great 
concern to me, since other lending institutions might be tempted to 
follow this example. This is a serious consequence for students and 
educational institutions during the busiest season for the 
origination of new loans. Hopefully, the attention given this matter 
by your Subcommittee will move the Department of Education towards a 
timely resolution. 

I would also like to express my appreciation for being permitted to 
submit the enclosed statement for the record of last Friday's 
hearing. The future of HEAF is of great concern to the people of my 
district and state and I am pleased to have been able to share some 
of their concerns with you* 

Thank you for your timely attention to this matter. If I can be of 
any assistance, please feel free to contact me. 

Warm regards. 



BFVsevc 
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STATEMENT OF REPRESENTATIVE BRUCE T* VEWTO 



BEFORE THE 



SENATE SUBCOMMITTEE OH EDUCATION, ARTS, AND HUMANITIES 



August 3, 1990 



Mr, Chairman, I would likr to thank you and the other Members of 
the Subcommittee for calling this hearing in such a timely 
fashion. Clearly, the crisis now facing the Higher Education 
Assistance Foundation (HEAF) must be addressed in a prompt manner. 

i would also like to express my appreciation for being allowed to 
share a few thoughts with you on this matter* I am deeply 
concerned about the current negotiations which will determine the 
future of HEAF and its employees. 

As the Representative of St, Paul, Minnesota, where the bulk of 
HEAP'S operations are located, and one of the states in which HEAF 
serves as the designated guarantee agency, I would like to share a 
few important issues which should be part of your consideration 
and your debate on the future of HEAF • 

While it is clear that HEAF ' s financial difficulties are of such 
magnitude that a transfer of its portfolio to another guarantor is 
inevitable, I think it is significant that these difficulties are 
not attributable to HEAF* s workforce. These workers are highly 
trained and very productive. While the quality of the actual 
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paper that was guaranteed may be questioned* this was beyond the 

control of the workforce. It was their job to process the paper, 
which they did with great efficiency* 

In fact, it is my understanding that the Department of Education's 
own team of evaluators, in conjunction with the Office of 
Management and Budget, found this to be the case. Although there 
has been no official report of which I am aware, individuals 
within the Department have stated publicly that even before their 
visit to St. Paul they had no expectation of finding any 
fraudulent behavior or mishandling of the portfolio by this highly 
capable workforce. 

With over 800 employees, and contract obligations that involve as 
many as 800 additional workers in supportive services, HEAF is a 
vital contributor to St. Paul's economy. Thus, I am very 
concerned and hold out hope that the Department of Education will 
consider the impact rZ any decision upon these workers and our St. 
Paul community, ^nile X *o not intend in any way to impede the 
prompt resolution of this matter, it is clear that the track 
record of efficiency compiled by HEAF's workforce in St. Paul, its 
familiarity with the current loans and the regions in which it 
operates, and the resources available to it in its present 
location suggest that these workers could make a significant 
contribution towards regaining payment to the maximum extent 
possible and maintaining the future health of the existing 
portfolio entrusted to their care. 
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I have significant concerns about the effect any resolution of 
this matter will have upon the students in Minnesota aud across 
this nation. Some of the distinguished panelists that you will 
hear today will undoubtedly express similar concerns in more 



For several years now Minnesota has had the lowest default rate on 
guaranteed student loans of any state. HEAF has always recognized 
this and, consequently , did not assess Minnesota's students the 
maximum allowed guarantee fee of 3%. This has been beneficial and 



loans , However, I am concerned that a new guarantor taking over 
for HEAF may well disregard this positive Minnesota performance 
and increase these charges. This would add an additional cost and 
unfairly tax the students of Minnesota, I hope that the 
Department of Education would carefully review this potential 
change and ensure that procedures are in place to avoid or limit 
such action. 

The students in Minnesota have complied faithfully with the 
requirements of the insurance fund from the beginning. They have 
always paid a slightly higher premium than their risk level 
warranted, helping to lower the costs to other students around th 
country who may have provided a greater risk, but without the 
lower fee may not have had the opportunity to attain a 
post-secondary education. This is a national benefit for other 
students, especially for those in lower income or higher risk 
states. Yet after all these years of having demonstrated 



depth. 



appropriate in recognition of the lower risk earned by Minnesota 
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consistently low default rates, Minnesota's students could be 
forced to pay significantly more because of the overall defalut 
rates experienced by the guarantor. 

While there may be no doubt that HEAF shares liability for the 
current problem* the principle which governed their loan guarantee 
actions were commendable. This principle was that access to loan 
markets should be equal for all students who were eligible under 
federal policy guidelines established in law. Many regions 
throughout the country, such as Washington D.C. f would very likely 
have gone underserved without HEAF. Our guiding values as a 
nation embrace a philosophy of opportunity and that a higher 
education should be within the grasp of all who can perform 
without regard to income. Unless Congress anc 1 the Administration 
intend to discard such basic values, I suggest that regardless of 
who assumes the HEAF portfolio, assurances should require that 
accessibility to the guaranteed student loan market be maintained 
to the maximum extent feasible. Certainly this must include 
additional safegaurds and oversight, but not an abandonment of 
certain areas or the academically qualified students in those 
environments. 

I believe that these concerns can be addressed within the broader 
context of addressing the current problem without presenting a 
significant departure from the overall objective of the student 
loan programs. 

Again, I appreciate your prompt attention to this crisis and the 
opportunity to Share my concerns with you. 
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STATEMENT OF 
DR. SAMUEL ML K1PP III 
EXECUTIV E DIRECT JR, CALIFORNIA STUDENT AID COMMISSION 

TO THE 

SUBCOMMITTEE ON EDUCATION, ARTS, AND HUMANITIES 
UNITED STATES SENATE 
AUGUST 3, 1990 



Mr. Chairman and Members of the Committee: 



Thank you for this opportunity to comment on the important issues resulting from recent 
developments concerning participation of the Higher Education Assistance Foundation (HEAF) in 
the federal Guaranteed Student Loan program. It is a master of public record that HEAF, the 
single largest guarantor in the program with some $9.6 billion in student loans, faces grave 
financial problems. 

It is certain that HEAF will continue to have great difficulty paying the staggering flow of 
default claims on loans it guaranteed—estimated to be some S3 million per day. With a 
vocational school default rate reported to be approaching 70 percent. HEAFs troubles are 
compounded because it is being reinsured at less than 100 cents on the dollar for most of its 
estimated S900 million claim volume for this year. 

The potential insolvency of HEAF has given rise to several critical questions which strike at the 
heart of the federal educational loan program. No answers are provided in the statutes or 
regulations that explain what is to be done in the event a guarantee agency fails. Yet the choices 
that are made now will have a profound impact on the very shape ano long-term health of the 
loan program. 

HEAFs present situation magnifies some of the fundamental structural contradictions inherent in 
the loan program which attempts to maintain low program costs while also providing unlimited 
borrower access, but which insists on maintaining an unacceptably weak set of school eligibility 
standards. If, within this framework, a guarantor actively guarantees a disproportionate amount 
of loans from borrowers who are attending the highest-risk schools in the segment with the 
highest overall default rate— the worst of the very bad; such "reverse skimming" produces 
disastrous financial and educational results which can be, and in HEAFs case were, predicted. 
As the largest state guarantee agency in the nation with more than $7 billion in total loan 
guarantees, the California Student Aid Commission is vitally concerned with the manner in which 
this matter is resolved. The course selected will have a profound effect on the educational loan 
program and, more importantly, upon millions of students and their families who depend on the 
program to make access to higher education and a better life a reality. 



Present Guarantee Agency Structure Sound 

The California Student Aid Commission and others in the educational loan program have long 
maintained, with a good deal of supporting evidence, that the present guarantee agency structure 
is a sound, cost-effective way to deliver student loans. 

However, this is only true when the guarantor invests the resources necessary to properly 
administer the program by providing workshops and training for lenders and schools; protecting 
* U J ^e program by carrying out regular and thorough compliance reviews and audits 

(then taking the necessary administrative steps, including limitation, suspension, or termination 
when warranted); and by providing borrowers with default prevention and debt management 
information. 
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Background: HEAFi Rapid Loan Volume Expansion 

It is important to examine how HEAF arrived at its Current circumstances. If a guarantor allows 
the indiscriminate generation of new loan volume to take precedent over prudent administration, 
the bill will eventually come due for payment. That <s exactly the case with HEAF. Its dramatic 
mid-)980*s expansion throughout the country reached far beyond those states where HEAF was 
the designated guarantor to other regions and to schools that were often afraid of the more 
diligent oversight and compliance review activities of the state designated guarantee agency. This 
was certainly true for most of the business HEAF did in California. 

When, during the past two yean, HEAF attempted to correct the imbalance in its portfolio by 
retreating from IS states and by implementing an insurance fee structure designed to discourage 
vocational school borrowing, the resulting drop in loan volume and accompanying reduction in 
ACA payments, together with the contingent liabilities HEAF had guaranteed already, combined 
and compressed to produce the current crisis situation. 

Little responsibility for HEAFs present circumstances should be attributed to the 1988 United 
Education and Software/California Student Loan Finance Corporation loan-servicing problem. If 
anything, HEAFs liability was reduced substantially when many of its worst loans in that 
portfolio lost their guarantee and never materialized as claims. 



Suggested Solutions 

While this is a strong argument in support of student loan guarantors maintaining a balanced 
portfolio and an active compliance program, it does not resolve the issue at hand. It has been 
suggested by the Department of Education that such a resolution will in no way either adversely 
affect students* access to loans, increase taxpayer liability, affect the soundness of the HEAF 
guarantee or compromise the ability of the lenders to be fully paid* Achieving all these 
simultaneously would require some sort of alchemy; a magic formula not possible within the 
confines of the loan program's current regulations and statutes. 

Making the lenders with HEAF-guaranteed loans whole raises a number of important questions: 



How can this be accomplished at no cost to the taxpayer? 

What are the implications for other guarantors which may be receiving 
reimbursement less than 100 cents on the dollar? 

If the issue of lender liability has been eliminated, why move the portfolio to 
another/other guarantors? 



There are reports that the Student Loan Marketing Association (Sallie Mae) has made a bid to 
become a guarantor in exchange for taking over the troubled HEAF portfolio. The Student Aid 
Commission believes that this step is both illegal and unnecessary. Current circumstances, while 
serious, do not meet the legal test for such an action as set forth in the Higher Education Act. 
The California Student Aid Commission and other state guarantee agencies have provided, and 
will continue to provide, sound guarantees to lenders in the student loan program. 

Furthermore, as a new guarantor, Sallie Mae would be entitled to J00 percent reimbursement for 
five years no matter how high its default claim level. The potential cost to taxpayers would be 

u.nu Th* California Student Aid Commission opposes allowing Sallie Mae to become a 
guarantee agency. The present partnership between lenders, guarantee agencies, and the federal 
government must be preserved and strengthened so that the nation's students are assured of 
continued access to essential funds for higher education. 
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Allowing Sallie Mae to become i gutrtotor would hive grave implications for the educational 
loan program. As a guarantee agency, Sallie Mae would combine all of the functions of separate 
program participants in a single organization- -guarantor, lender, and servicer- -and would have 
to determine the acceptability of its own claims for defaulted loans. Without the current checks 
and balances, the potential for conflict of interest would be immense. This concern has already 
been expressed by the GAO and the Inspector General. 

Equally concerning is the suggestion that all or a large portion of the HEAF portfolio might be 
taken Over by United Student Aid Funds, thereby creating a new giant. As in the case of Sallie 
Mae, there are a whole variety of terms and conditions being proposed as part of any such 
arrangement that would also involve substantial cost to the taxpayer. Further concentration in the 
loan program is likely in the future, but is no excuse for creating a monopoly. 



Any short-term solution to HEAF* problems must be consistent with the loan program's long- 
term goals. Resolution plans must consider the policy, legal and operational implications for all 
program participants—students, lenders, guarantors- -and the taxpayers. 

Among the questions whichshould be addressed when examining each potential solution are the 
following: 

• Would the present environment—in which students, lenders and guarantors are 
held accountable for responsible compliance with loan program regulations and 
policies— be altered? 

• Will there be significant alteration of the present loan program environment which 
draws a distinction between guarantors, lenders an* secondary markets? 

• What is the legal mechanism for transferring guarantees between guarantee 
agencies? 

• What oversight role does the Department have in the instance of such a transfer? 

• Will the viability of other guarantors be maintained? 

• Operationally, is it practical or desirable to move the HEAF portfolio to 
another/other location(s)? 



Budget Reconciliation Producing Results 

Resolving the current HEAF situation should not divert attention from the fact that the dramatic 
and bold steps taken by Congress in the last Budget Reconciliation Act are, by addressing the 
issues of institutional quality and eligibility, producing the kind of long-term results that will 
help restore balance to the Guaranteed Loan Program. By eliminating SLS loan eligibility for 
students to attend schools with default rates of 30 percent or more, the new SLS loan volume at 
the very high-risk California institutions has gone from over $131. 4 million dollars in the first six 
months of 1989 down to $47.5 million dollars in the first six months of 1990, a decline of nearly 
64 percent. 

In the same period for those same institutions, the Stafford loan volume has dropped over 25 
percent from $195.3 million down to $145.5 million. Using projection techniques based on the 
average length of time between guarantee, or in this case nonguarantee. to default for different 

n r tn ,j t ^ e different loan programs, the first impact of this declining loan 

volume will occur in the last four months of federal fiscal year 1991. (Overall default claim 
levels are likely to rise until then.) 
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The likely impact for California alone in fiscal year 1991 will be a decline of more than $22 
million dollars in the level of default claims that otherwise would have been paid. In fiscal year 
1992, th* impact for California for a full 12 months of the decline in SLS borrowing plus the 
accompanying decline in Stafford borrowing, will be an estimated total default claim savings of 
more than $87 million. 



Potential Savings or SMS Million In Fiscal Year 1992 

If California's experience in the first six months of 1990 is in fact typical of the nation's— a 
rough extrapolation because patterns vary widely among states--a savings in the range of $179 
million dollar* can be expected in federal fiscal year 1991 and savings of $885 million in federal 
fiscal year 1992. This does not count savings in interest and special allowance payments that will 
accrue as a consequence of the lower loan volume at high-risk schools and does not count 
potential Pell Grant savings of awards that were, in many respects, wasted at some of those 
institutions that will either be scaling back or departing the program. 

An $885 million dollar savings represents over 20 percent of the total federal expenditure for the 
loan programs. It would, if redit ected and utilized, make available a substantial amount of 
additional resources that could be and should be put into other areas like the Pell Grant program 
to bring about some rebalancing of federal aid. The California Student Aid Commission believes 
that, to the extent that this kind of savings can in fact be realized, it could help restore public 
confidence in the integrity of the student loan program while making much-needed monies 
available to students attending institutions that can deliver the education or training they promise. 
It will also help to restore balance among the sources of aid. 

The implications of Budget Reconciliation are clear institutional eligibility is the key to a 
healthy educational loan program. By allowing only quality schools to be eligibh for the 
program, students are provided consumer protection and lenders, guarantors and taxpayers are 
protected financially. There is no evidence that the provisions of the Budget Reconciliation Act 
limit access to quality education. 

As always, the California Student Aid Commission will continue to work toward making the loan 
program a realistic means by which students and their families can fulfill their educational 
dreams. Please do not hesitate to call upon me or my staff if we can be of assistance. Thank 

you. 
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Texas Guaranteed Student Loan Corporation 

TO Boil 5 .** • Austin U-xaN 7H7M -W% • M2«S-IHM • WW-252-9743 

Auqust 14, 1990 



The Honorable Claiborne Pell 
mi M .«..u Chairman. Senate Subcommittee on 

Education, Arts and Humanities 
United States Senate 
Washington, DC 20510-3901 



Mirk i .rTtm 



Dear Senator Pell; 



»mi»« Enclosed is written testimony concerning the recent 

hearings conducted by your committee with regard to the 
recent financial difficulties of the Higher Education 
Assistance Foundation. I appreciate the opportunity to 
submit written testimony to discuss some of the more 
vital issues surrounding this matter* 



I'm hopeful upon the committee's return from the current 
recess that this matter will be given appropriate 
attention during the remaining portion of this session of 
Congress . 

If there are any questions concerning the points raised 
in my testimony, I will be glad to respond. 



Sincerely yours 




Toe L. McCormick 
President 

JLM/alg 

Enclosure 

cc: Members, Senate Subcommittee on Education, Arts 
and Humanities 

Senator Lloyd Bentsen 

Senator Phil Granm 
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PREPARED STATEMENT OF JOE L. McCORMlCK, PRESIDENT, TEXAS GUARANTEED 

STUDENT LOAN CORPORATION (TG3LC) 

INTRODUCTION 



The current uproar over the financial situation at 
the Higher Education Assistance Foundation (HEAF) 
presents the Higher Education community with the much 
needed opportunity to evaluate the operation of the 
Stafford student loan program among all players — 
schools, lenders, guarantors, servicers, secondary 
markets and the Department of Education* 

The easiest explanation is to infer that the HEAF 
situation is due to poor financial management based on 
an over aggressive marketing ploy* However, as I hope 
to show in my testimony, the HEAF situation, while 
magnified, is not a problem peculiar to one agency and 
is not a temporary problem, but rather a problem within 
the GSL program itself* 

The problems facing HEAF are symptomatic of a 
systemic crisis* A *quick fix' solution will only be 
treating symptoms* The underlying causes of HEAF ' s 
financial problems, and the impact these same causes 
will have on other sectors of the financial aid 
industry, can only be addressed by fundamental changes 
in the financing structure of the program* 

In 1965, when President Lyndon B. Johnson signed 
the Higher Education Act into existence, it was clear 
that he intended the mission of this act was to provide 
access to all American students to assist them in 
pursuing the educational goals of their choice* 

"To thousands of young men and women, this Act 
means the path of knowledge is open to all that have 
the determination to walk it." 

This equal access philosophy remains today and 
must be preserved if we are to honor the promise 
unveiled in 1965. But, philosophy must be backed up by 

policy and reality. And access must become access 

to quality education, not just access to debt* 



CHANGES TO THE GSLP IN THE '80'S 



The Stafford Loan Program that operates today is a 
far different animal than the program that began the 
decade of the 80 's* A major change during the past 
decade has been the student loan portfolio shift from 
the traditional middle income family to an overwhelming 




ERIC 



229 



majority of "high risk" borrowers from low income 
families. Other significant changes have beent 

o the availability of grants to pay college 
costs has not kept pace with increasing costs and 
students now rely heavily upon loans. In 1977-78, the 
average student had close to 40% of their financial aid 
package composed of grants and 50% of loans. Ten years 
later, the average student's financial aid package 
consisted of 71% of loans and 25% of grants. 

o a dramatic increase in the number of 
participating proprietary schools since 1985 and their 
proportion of GSL and SLS loans. In Texas alone the 
number of proprietary schools increased from 167 
schools in 1986 to almost 400 in 1990. 

o rapidly rising attendance at non-traditional 
proprietary schools , particularly enrollments in less 
than 600 clock hour courses such as bartending, 
security guard and nurse aid training. 

o the introduction in 1986 and rapid volume 
growth of the Supplemental Loans for Students (SLS) 
loan program. In 1986 TGSLC did $15,966,604 in SLS/PLUS 
volume. That number had increased to $219,260,760 in 
1989. 

o responsibility for program compliance was 
shifted to individual states and guarantors. As a 
result, the Department of Education dramatically 
reduced their number of program reviews. In 1980, the 
Department conducted over 2,000 reviews; in 1988 only 
about 300 reviews were done. 

o certification of schools by the Department of 
Education occurred at a "rubber-stamp" level with only 
63 schools denied out of 2,087 applying for 
certification during a three year period. 



GUARANTOR FINANCING AMD STUDENT LOAN RISK 



while the philosophy of the Guaranteed Student 
Loan Program promotes access for all students to all 
types of education, program administration penalises 
guarantors who provide access to "high-risk" borrowers. 

Guarantee agencies are financed through a 
combination of revenue sources including the guarantee 
fee charged to each loan, administrative cost allowance 
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paid for administration by the federal government, a 
certain percentage of collections of defaulted loans, 
and, most importantly, the reinsurance of 80% to 100% 
on defaulted claims. 

Given the federal law Halting to 3% the guarantee 
fee that can be charged to borrowers combined with the 
reinsurance regulations which impose a possible 20% 
loss on that same loan, it's not difficult to conceive 
a scenario where a high defaulting loan portfolio can 
financially break a guarantor* The revenue to the 
guarantor is not always compatible with the risks 
involved. 



GUARANTEE FEE CAP 



Student loan guarantors are the only insurance 
business forbidden to charge a fee that is commensurate 
with the risk involved in making the loan* Federal 
guidelines have capped the guarantee fee at 3%, 
regardless of the inherent risk of each loan. 



A 3% fee | M=fc HbOUiMtU VS. MAX PbE 

is 

sufficient 
when the 
guarantor 
has a 
favorable 
portfolio 
mix of low 
default 
loans . 
However, 
as Figure 
1 shows, 
the 3% 
maximum 
can 

quickly 
become 
inadequate 
given a 
guarantors 
limited 

ability to control their portfolio mix* In essence, any 
guarantor whose portfolio mix exceeds 41% proprietary 
school loans over an extended period of time, is simply 




Figure 1 
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not collecting sufficient guarantee fee income to cover 
the high defaults. 



REINSURANCE METHODOLOGY 



The existing reinsurance method works as a penalty 
against guarantors with high default rates. Originally 
devised as an incentive for proper program 
administration, the formula today serves only to 
increase the risk of guarantors that are providing the 
loan access the program mandates. Active community 
awareness, compliance, proclaims assistance and 
collection programs are not enough to avoid "hitting 
the trigger* when the portfolio has an unusually high 
percentage of high-risk loans. 

This trigger mechanism in reinsurance payments 
should probably be modified in some way to compensate 
guarantee agencies who serve a high percentage of low 
income, high risk students. 

This clash between the open access philosophy and 
a guarantor's potential risk is a fundamental flaw in 
the GSL program. 

CAPITAL REQUIREMENTS 



Minimum capital requirements that incorporate the 
long term risk of student loans would allow a more 
financially stable program. An actuarially sound 
financing structure, stricter eligibility criteria for 
schools, active compliance functions and portfolio 
management tools are needed for guarantors to maintain 
minimum capital requirements and protect the integrity 
of the GSLP. 

The federal government contributed to the 
weakening of reserves by following guidelines from the 
August 1986 General Accounting Office report % fiSk'ff — 
Guidelines for Redu cing Guarantee Aoencv Reserves* The 
report recommended that Congress establish maximum 
reserve levels for guarantee agencies and return excess 
reserves to the U.S. Treasury. 

As a result, Congress enacted the spend-down 
provisions in the Budget Reconciliation Act that 
reduced agency reserves by $250 million. This action 
was based solely on historical portfolio data and did 
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nothing to take into account the current 
condition of guarantee agenciea nor their potential 
future risk a most aeriou. flaw in the decision to 
require agencies to "spend down' reserves. 

in addition, COBRA directed the Secretary to seite 
$75 aillion and $30 million in federal fdvancea for 
1988 and 1989. These *^itrary actiona dealt 
biowa to the adequacy of required reaerve levels at tne 
SiSTtS. Sat Hdarl: policies were not responding to 
situations that were straining those levels through 
increased claim payments. 



THE HBAF KXPERIKRCL 



Knee-lerk responses to the HEAF financial 
situation that take all the bl««, wrap it in a pretty 
package with a shiny red ribbon '^^V*^™-. 
HBAF are irresponsible. This hypocrisy of the program 
that champions equal access for all students at all 
schoolsTyet severely penalise* guarantors who fulfill 
their equal <ccess mandate must be exposed. 

The HEAF financial crisis is the fulfillment of a 
hypothesis that most of the higher education 
establishment has ignored. Unlimited access to loans J 
limited program oversight + inadequate revenue related 
to risk - an unworkable formula. 

Proposed options for solving the HEAF problem have 
so far ignored the most practical, reasonable and less 
costly proposal — keeping HEAF intact and l«* vln 9 * he 
portfolio where it is. A merger, as proposed by HBAF, 
and as clearly allowable by law, is the most realistic 
proposal. The failure of the Department of Education to 
approve that option has caused much of the panic and 
alarm we are now experiencing from lenders. 

Converting the HEAF portfolio to United Student 
Aid Funds (USAF) would not save the government money, 
and would alternately buoy up, and then burden, another 
national guarantor. 

Creating a new national guarantor under the 
control of the Student Loan Marketing Association 
(Sallie Mae) would empower Sallie Mae to the detriment 
of the independent guarantors and the students they 
serve. This proposal also clearly contradicts recent 
Department of Education policy that emphasized the 
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separation of student loan responsibilities within 
agencies • 



THE TEXAS EXPERIENCE 



The financial difficulties of HEAF have generated 
concern among the financial community as to the 
financial viability of other guarantee agencies and as 
to whether or not the federal government will stand 
behind the 100% guarantee on HEAF loans. HEAF 
described its financial difficulties as due primarily 
to the large percentage of trade school loans in its 
portfolio, approximately 65% at the end of FY89. While 
states such as California, New York, Florida and Texas 
had experienced significant increases in trade school 
loans during 1988 and 1989, several steps have been 
taken both at the federal and state levels to control 
the level of trade school participation in the GSLP to 
acceptable levels. 

While the concern for the financial viability of a 
guarantor such as TGSLC is understandable, it is 
important not to draw conclusions from the unfortunate 
experience of a national guarantor. There are vital 
and important differences in the manner TGSLC has 
conducted its affairs over its ten years of existence 
as compared to HEAF: 



1* TGSLC is a state guarantee agency and has 
never attempted to serve as a national 
guarantor, as such, TGSLC has always been 
in a better position to manage its 
portfolio, its policies & procedures, and 
its ability to control defaults. 

2 . TGSLC has always charged the most 
appropriate guarantee fee allowable in 
relation to its portfolio in order to 
always have sufficient guarantee reserves 
to pay claims* Other guarantee agencies, 
including HEAF, have at times yielded to 
market pressures and charged a lower fee 
insufficient to cover future loan losses. 

3. TGSLC 's Guarantee Reserve levels have 
always been maintained at levels well 
above the level required by contract 
and/or the level required to cover future 
loan losses* As of June 30, 1990 TGSLC 
had over $43.5 million in the Guarantee 
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Reserve representing 2.46% of outstanding 
loans. See Figures 2, 3, 4 and 5. 

4. TGSLC was one, if not the first, 
guarantee agency to point out some of the 
fraud and abuse among trade schools 
participating in the GSLP. TGSLC has 
taken the lead in implementing "Default 
Reduction Agreements*, credit checks for 
SLS borrowers, and an aggressive program 
of program compliance reviews of both 
lenders and schools. Since TGSLC began in 
1988 to actively review schools and 
lenders, 92 program reviews have been 
conducted, 7 limitations have been 
imposed, 11 emergency suspensions invoked, 
and 4 terminations have been enforced. 

5. TGSLC has aggressively pursued 
legislation and regulations at both the 
federal and state level to protect the 
integrity of the GSLP and to prevent 
further fraud and abuse. Several 
improvements have been made in recent 
months to restore public confidence in the 
GSLP in Texas * 

a) The Texas Legislature passed default 
reduction measures in the 1989 session to 
require state agencies to work with TGSLC 
to control defaults and prevent fraud fc 
abuse* 

b) Congress enacted more restrictions on 
school participation in the SLS program. 

c) The Department of Education has 
recently implemented its default reduction 
regulations. 

As a result of these combined efforts, the first ten 
months of 1990 reflect an impressive reduction in SLS 
borrowing and overall trade school loan volume* Total 
loan volume is down approximately 20% as of July 31, 1990 
over the same period a year ago ($390,412,000 now as 
compared to $503,645,000 a year ago). See Figure 6. 

SLS volume for the first ten months of this year is 
at $67,933,000 as compared to $143,748,000 a year ago. 
This represents a 53% reduction in SLS volume. Trade 
school volume is at $148,383,000 so far this year as 
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compared to $262, 068 , 000 a year ago. This is a 43% 
reduction in trade school volume. See Figure 7. 

TGSLC 's current portfolio mix has shifted to less 
high-risk trade school volume as a result of our 
successful efforts to control defaults and protect the 
integrity of the GSLP as the following percentages 
indicate! 



POUR-YEAR 
TWO-YEAR 
TRADE SCHOOL 



mi 

50.0% 
8.0% 
42.0% 



55.0% 
7.0% 
38.0% 



JULY 90 

75.0% 
3.0% 
22.0% 



TGSLC has always aggressively pursued the 
collection of defaulted student loans. Texas has, 
since 1981, sought court judgments against defaulted 
borrowers when all other collection attempts fail. 

As seen in Figure 8, our total dollars 
collected from defaulted borrowers continue to rise 
at impressive amounts for the next several years. 

The Guaranteed Student Loan Program and most 
assuredly, the Texas Guaranteed Student Loan 
Corporation, is financially sound and stable. The 
continued support and confidence of the financial 
community in TGSLC and the GSLP is vital to assure 
that loans are available this Fall and throughout 
the coming year for students* 



THE IMMEDIATE ISSUES 



Again, the HEAP crisis being symptomatic of a 
broad, system-wide problem, a fast resolution is 
possible, but limiting in what it will accomplish. 
However, there are some steps that should be taken 
immediately! 

o Regardless of the outcome, the confidence 
of lenders in this program must be maintained. This 
will only be achieved by honoring the guarantee on 
all HEAF loans at 100%. Without lender confidence, 
this program will not survive. This commitment to 
the lenders must be made known as soon as possible 
in order to avoid an unnecei sary loss of loan access 
for students this Fall. Congress should act 
immediately to pass legislation requiring the 
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Department of Education to honor loan guarantees at 
100% for lenders in cases where a guarantor may be 
financially insolvent* 

o The integrity of this program is more 
important than the profits of an individual school 
owner. The Department must allow guarantee agencies 
to further restrict school eligibility until 
improvements in program eligibility and 
certification are implemented, as suggested by the 
Inspector General himself in his most recent Report 
to Congress dated April 30, 1990. 

o No more schools should be approved in 
this program by the Department of Education until 
they have fully responded to the Inspector General's 
audit . 

ISSUES FOR RKAUTBORJ IATION 



Reauthorization will allow the many players in 
the Guaranteed Student Loan Program to re-examine 
the successes and challenges of this program* Let us 
not waste this mandate by glossing over problems and 
relying on platitudes. Much will be written and 
discussed later about Reauthorization, however, the 
outcome must includes 

o an ability to provide access to loans for 
high-risk borrowers and at the same time reasonably 
manage defaults 

o reaffirmation of the decentralized, state 
guarantor administration of the GSLP and its 
importance to decentralize in order to more 
realistically apportion the risk 

o a definition of access that insists on a 
quality program of instruction appropriate to 
provide meaningful outcomes for students 

o provide "performance based" incentives 
for lenders and guarantee agencies to encourage low 
default rates, while still providing loan access to 
low income students attending eligible schools of 
all types 

o provide necessary federal incentives to 
guarantee agencies to insure adequate reserves are 
maintained against future loan loss without the 
threat of "spend-down" 
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CONCLUSION 



My message to all of you is that HEAT is not a 
lone wolf. Other guarantors, Including TGSLC, have 
been asking for appropriate program related action 
for several years, we supplemented our pleas with 
the strongest internal actions that the Department 
of Education would allow. We believe that the HEAP 
phenomenon is a consequence of this program's 
failure to enforce program standards for schools and 
yet force guarantors to insure loans from all 
schools. 

This federal lack of diligence has created the 
perception that the Guaranteed Student Loan Program 
is not working. On the contrary, the Guaranteed 
Student Loan Program is a viable and successful 
student loan program that delivers $12 billion 
annually to students seeking postsecondary 
education. Behind all those dollars are millions of 
students who are achieving their personal dreams, we 
must take the time now to correct any problems in 
this program. We must not abandon our commitment to 
serve all of America's students. 
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\i.gust IS, 1990 



The Honorable Claiborne Pell 
Chairman 

Subcommittee on Education, Arts, 

and Humanities 
United States senate 
335 Russell Senate Office Building 
Washington, DC 20510 

Dear Senator Pell: 

Thank you for your letter of August 6th. I am pleased to enclose 
,ny responses to additional questions you had as a result of my 
appearance before your committee on Aucrust 3 . 

Please do not hesitate to contact me if I can be of additional 
assistance regarding the Student Loan Program. 

Cincerely , 



Stephen C. Diklen 



Enclosure 
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; Reference: 3/6/90 Letter from Senator Pell) 



ANSWERS TO QUESTIONS REGARDING PROBLEMS CONFRONTING 
THE HIGHER EDUCATION ASSISTANCE FOUNDATION 



1) I am not aware of any crises with respect to any lenders in 
the Student Loan Program similar to that facing HEAF. 
However, depending upon how the HEAF situation is resolved, 
and, as noted in the answers to several questions below, 
lenders could significantly vary their activities within the 
Student Loan Program depending upon the resolution of this 
issue . 

2) The answer to this question depends upon how the problem is 
resolved- If the problem is resolved such that the 
guarantee on loan insurance remains at 100% , I would expect 
that there will be no significant change in Citibank's 
approach to the program , although individual limits per 
guarantee agency may be revised downward . 

If, however, a resolution of the problem results in less 
than 100% guarantee to lenders, Citibank most certainly 
would restrict its guarantee activities to those a^ncies 
either backed 100% by '.h< state in which they resided or 
those agencies which at** an integral part of the State 
government- In addition, Citibank would probably establish 
significantly lower exposure limits with respect to each of 
the guarantee agencies that insured its originations. 
I would expect other lenders to react in a manner similar to 
Citibank. 

3) Yes. CBA has noted that lenders have restricted lending in 
geographic terms, by school type, and according to default 



4) Yes- We believe that lenders have already begun to restrict 
their areas of service* However, the impact of this could 
be minimized if the HEAF situation is resolved favorably, 
i.e., 100% insurance is maintained. In addition, if 
procedures are developed to cover future situations similar 
to the current HEAF situation, and those procedures ensure 
100% guarantees, this impact will be further minimized* 

5) some action has been taken to avoid another HEAF situation 
to the extent that significant default reduction legislation 
and regulation has been put in place. We have not yet seen 
the full impact of these changes. 

In addition, CBA would support the following measures: 



rates* 



Additional legislative change as outlined in my 
testimony at the hearing • 
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12) 



Implementation by the Department of Education of 
an early warning system, also mentioned in my 
testimony, and further discussed in my letter 
dated August 14 to Senator Simon, 

Legislation implementing a process to ensure the 
absorption of a financially troubled agency by one 
or more other guarantee agencies with maintenance 
of 100% guarantees to lenders. 



6) The Guaranteed Student Loan Program will remain sound as 
long as the current situation is resolved and 100% 
guarantees to lenders are maintained. 

7) There is no question that SLS loan volume has decreased 
significantly, and CBA believes that the majority of this 
decrease is due to the elimination of SL loans for first 
year students at schools with default rates in excess of 
30%. Based upon this, the action should have a very 
positive impact on reducing loan defaults. 

8) Lessons to be learned include the following: 



We need an early warning system to identify agencies 
that may have future problems. 

Legislation is needed to provide a mechanism for 
dealing with financially troubled agencies without any 
loss of guarantee. 



9) CBA believes that the shift from grant aid to loans probably 
has had a negative impact on loan defaults, particularly for 
lower income borrowers. In addition, however, CBA believes 
that the impact of legislation and regulations aimed at 
schools which have abused the program needs to be assessed 
before making a final judgment. Also, additional legisla- 
tion that could be considered. This could include the 
requirements that schools provide students with more 
consumer related information relating to the outcome of the 
educational program offered. 

10) CBA believes the primary causes of defaults are as follows: 



In many cases low completion and placement rates 
reflect poor educational quality, inappropriate 
admissions , or abuse of the student aid programs. 

High debt burdens, particularly for those borrowers 
from low income families. 
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August 15, 1990 



The Honorable Claiborne Pell 
Subcommittee on Education, Arts and Humanities 
428 Diifcicn Senate Office Building 
Washington, D C. 20510 

Dear Senator Pell: 

On behalf of the' more than 3,400 institutional members of the National Association of 
Student Financial Aid Administrators (NASFAA), I am pleased to respond to the questions 
in your letter dated August 6, 1990. 

Question 1. In last year's budget reconciliation, we eliminated SLS Loans for first- 
year students at schools with default rates In excess of 30 percent The General 
Accounting Office Is Issuing a report today showing that this action haa dramatically 
reduced loan volume. Do you agree that this action will help loan defaults? 

The Omnibus Budget Reconciliation Act of 1989 made several changes to the Supplemental 
Loans For Students (SLS) Program that have significantly reduced the SLS eligibility of 
some students and, subsequently, seem to have reduced SLS loan volume in the first four 
months of calendar year 1990. As you know, this action was taken by the Congress as a 
cost-saving measure in response to the dramatic increase in SLS loan volume from FY-87 
to FY-89, and the corresponding increase in SLS loan defaults during this time. Because 
proprietary institutions were seen as largely responsible for the increase in loan volume and 
defaults, the reconciliation action targeted its provisions to affect students attending those 
types of institutions. Proprietary school students tend to be low-income, high-risk students 
who art often less well prepared to persist academically than students attending more 
traditional postsecondary institutions. The effects, then, of the reconciliation provisions will 
most probably reduce student loan defaults in the SLS program because these types of 
students art mort likely to default on their loans. 

Although the actions taken in the reconciliation legislation were aimed at those institutions 
who were perceived to be abusing the system, I submit that the legislation may be 
incomplete and, in some cases, unfair. In particular, if high default rates art an accurate 
indication that a particular school is weak, then additional action may be necessary to 
address the participation of those schools in the other federal student aid programs. Using 
high default rates as the only criteria to determine an institution's eligibility for federal 
programs, however, may be unfair to those institutions who are providing quality education 
or training services but serve mostly low-income, high-risk student who are more likely to 
default on their loans. I look forward to working with you to develop some additional 
criteria in this area during the reauthorization process. 
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Question 2, What art the tenons to be learned from the HEAF crisis? 

(1) The shift in the primary oversight responsibility of the GSL programs from the 
Department of Education to the guaranty agencies has resulted in a less efficient oversight 
mechanism. Over the past serial yean, the Education Department has significantly 
reduced the number of program reviews and audits it has performed In large pan, this has 
been caused by reductions in Departmental salary and expense requests, but also by 
administrative allocation priorities within the Department. The result has been that the 
program review and audit responsibility— without reasonable resources or compliance 
authority— has shifted to the guarantors. In the future, the Administration needs to be more 
aggressive in making the case for expanding the corrective authority of the Department or 
fully utilizing the authority it has to property manage the programs as well as it could. 

(2) In addition, as I noted in my testimony, a guarantor cannot suddenly terminate its 
school or lender agreements without going through the defined due process route, nor can n 
limit or define its area of service without concurrence from the Department of Education, 
Yet, the guarantor has to assume the liability, while the Department resolves the issue. The 
result is that when problems begin to arise, 'he guarantor is unfairly penalized because it 
cannot properly respond in a timely manner to the changing environment in which it finds 
itself. It appears that— given tte HEAF situation-^his policy should be reviewed. 

(3) Traditionally, the Department has advanced that competition among guaranty agencies 
would strengthen the operation of the entire guaranty agency community. Competition in 
this particular instance created an environment for HEAF to amass a large proportion of 
high-risk sojdem loan paper in its portfolio. Clearly— through its quarterly and annual 
reports— the Department was aware of HEAFs weakening financial situation, but no action 
was initiated. Perhaps this is not a wise way to allow the system to operate without more 
supervision by the Department 

Question 3. During the 1980s, we had a dramatic shift fron. grants to loans. Our 
student aid programs have also failed to keep pace with the cost of a college 
education. Could you please comment on how this policy change is affecting student 
loan defaults? 

Although total program cost for the Pell Grant Program has increased considerably, what we 
have seen in the past several years were really just expansions in eligibility. Some of them 
were very conscious expansions such as extending eligibility to less than half-time students 
or to somewhat higher income students. Some of the cost increases resulted from an 
increase in participation of independent students or students from vocational, short-term 
program* particularly proprietary institutions. However, the lowest income college student 
who is receiving the maximum award has seen a real erosion in purchasing power because 
the maximum award has remained fairly constant A panelist at a recent NASFAA forum 
expressed that during the past several yean it seems as though "we have been throwing 
half a life jacket to many students rather than a full life jacket to the ones we can save."' 
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In order to counterbalance this decrease in purchasing power, more and more low-income, 
high-risk students have had to rely on student consumer credit programs to finance their 
pottaeoondary education. As originally enacted, however, the Guaranteed Student Loan 
Program wu designed to assist students from middle-income families who were 
encountering cash flow problems in meeting educational expenses. It was conceived to be a 
loan program that would only be used to assist students from low-income families as a last 
resort, and then only after those students had exhausted their eligibility for other grant and 
wort programs. What has evolved is a loan pro gram whose participants are mostly low* 
income, high-risk students who statistically are often leu well prepared — relative to their 
counterparts — to pursue a postsecoodary education. In effect, it has become g£ access 
program for many of these students. 

Several recent studies have shown the relationship between family income and default rates. 
In particular, the Pennsylvania Higher Education Assistance Authority's recent report entitled 
A Decade of Growth, Pennsylvania Cumulative Stafford Loan Debt, 1980-1989 shows the 
relationship between family income and default rates for Pennsylvania borrowers. Students 
with family incomes of less than $6,000 were shown to be twelve times as likely to default 
on their loans as students with a family income of $42,000 or more. While some of the 
problems associated with increased student loan defaults are clearly related to program 
quality and other issues, the current federal policy — which ultimately requires students from 
low-income families to borrow in order to meet their educational financing needs — has 
contributed significantly to the default problem. The student grant/loan balance is certainly 
an issue that deserves more attention during reauthorization. 

Question 4. What do you see as the primary causes of student loan defaults? 

To pinpoint the exact causes of student loan defaults is a difficult task given the complexity 
of the program and the diversity of institutions, lenders, and students who participate in it. 
Quite clearly, however, the large increase in low-income, high-risk students participating in 
student consumer credit programs has contributed to the increase in defaults. The Congress 
simply must realize that turning the OSL programs into access programs and giving 
unsecured loans to high-risk borrowers will lead to defaults. 

Most disturbing, however, are the defaults caused by inadequate education or training 
services provided by a few institutions. Although the vast majority of proprietary 
institutions provide valuable services to millions of students, anecdotal evidence and press 
reports suggest that there are some schools who employ shady recruiting methods to entice 
students into programs that win not lead them to productive employment The students 
targeted by these schools are mostly tow-income, disadvantaged students who are looking 
for ways to become productive, contributing members of society. Unfortunately, they often 
find themselves heavily in debt, without employment after having participated in these types 
of programs, and often have no other choice but to default on their loans. 

I can assure you that NASFAA will work with the Subcommittee to address these and other 
issues surrounding student loan defaults during the reauthorization process. 
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Question 5. What more should be done to rid the student loan programs of bad 
schools? 

It has long been NASFAAs belief that maintaining and ensuring the integrity of the student 
aid programs is central to their success and, perhaps, to their existence. Abuse of the 
federal student aid programs can be curtailed if disreputable schools are prevented from 
participating in the programs. Current standards require that— before an institution can 
participate in the programs— it must be licensed to provide poftsecondary education in the 
state in which it operates, accredited by an accrediting agency sanctioned by the Department 
of Education, and certified by the Department as to its financial responsibility and 
administrative capability to participate in the programs. 

These mechanisms, however, have been criticized by some because they do not provide 
assurance that accrediting bodies are reliable authorities to sanction schools and because 
many states differ in their authority to regulate schools, revoke licenses, and license branch 
campuses. As a result, many schools are currently participating in the federal student aid 
programs who— under more wringent supervision— would not be allowed to do so. 

To address this issue, NASFAA is in the process of developing recommendations that will 
be presented to the Congress and the Administration during the forthcoming reauthorization 
of the Higher Education Act of 1965. We look forward to sharing these recommendations 
with you and to wotting with you and your staff on these and other issues as we seek to 
improve and expand educational opportunity for our nation's students. 

Thank you for inviting me to testify and for soliciting additional comments on these 
important matters. If I can be of any further assistance to you. please do not hesitate to let 
me know. 

Sincerely, 



Dallas Martin 
President 
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Student loan marketing association 

1050 Thomas Jefierson Street N W 
Washington DC 20007 
202-298-2600 



..AWRENCE A hO'JCjM 

Cruel E*»cy{iv« OK»;er 



The Honorable Claiborne Pell 
Chairman, Subcommittee on Education, 

Arts and Humanities 
Committee on Labor and Human Resources 
United States Senate 
Senate Russell Office Building 
Washington, DC 20510-3901 

Dear Senator Pell: 

Enclosed please find our responses to the additional questions 
you have posed in connection with the hearing before the 
Subcommittee on August 3, 1990* Although some of the questions 
posed fall somewhat outside of our familiar area of expertise, we 
have nevertheless given our response to them. 

We are appreciative of tne Subcommittee's attention to the 
need to address the issues which led to the problems of the Higher 
Education Assistance Foundation. 



August 14, 1990 



sincerely, 



/ 



c 



/ 



Lawrence A* Hough 
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1. if sallie Mae were to take over HEAT, would you gain the ability 
to issue tax-exempt bonds? 

No. To our knowledge, HEAF as a guarantor has no tax-exempt 
financing authority. In any event, the authority to issue tax 
exempt bonds is one that is granted by the internal Revenue Code 
and is not an authority that can be simply transferred by one 
entity to another. Moreover, the Code provides that the purpose of 
issuing tax exempt bonds is to raise money for either the making of 
student loans or the acquisition of student loans in the secondary 
market, we would not expect to acquire any authority with respect 
to loan making and loan acquisition functions in connection with 
any loan guarantee authority that might be agreed to with the 
secretary. 

2. If you were a guarantor, what would prevent you from directing 
the best loans to your guarantee agency and sending more high- 
risk loans to others? 

Guarantors are not in a position to direct loan guarantees to 
themselves or to others. Their only ability is to conduct their 
own activities in such a way so as to attract the "best loans" and 
to restrict their guarantee of the "high risk" loans to the extent 
permitted by the statute. A guarantee agency's ability to do so 
effectively is, of course, limited by similar activities of its 
competitors . 
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3* How could you assure an arm's-length review of your efforts as 
a servicer if Sallie Mae was to become a guarantor of the HEAF 
portfolio? 

Many state agencies have a guarantee function coupled with a 
secondary market or direct lender — often with the same senior 
management. Steps have to be taken, of course, to appropriately 
separate the functions of loan collector and loan guarantor — a 
Chinese wall, so to speak — which we believe we can readily 
accomplish* This is a common occurrence in the program today. 
Guarantors are, of course, subject to audit by independent auditors 
and by the federal government in the context of reinsurance. In 
this way the independent guarantee function is subject to review 
and oversight. 

4. Have lenders begun to restrict lending to certain segments of 
the population? 

We do not have any statistical studies but our experience 
would indicate that many lenders are restricting the amount of 
loans they make or acquire from segments of the student population 
they perceive to be high risk. This pattern preceded the problem 
at HEAF since loans that default are much more costly for a lender 
to administer* Moreover, they are on the lender's books for a 
shorter period of time and, therefore, have shorter earning streams 
than other student loans, and statistically are smaller balance 
loans with higher per unit costs* Perhaps most importantly, loans 
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submitted for claim to a guarantor are subject to extreme scrutiny 
in which every program requirement/ no matter how minute or 
immaterial to the default, is a potential basis for claim 
rejection. This creates significant insurance risk for lenders 
leading to their avoidance of loans that have a high risk of 
default. 

b. Will HEAF's problems cause lenders to further restrict their 
area of service? 

HEAF's problems may well result in a number of lenders feeling 
insecure as to whether they will, in fact, be paid off 100% on 
defaulted loans which they have properly administered* The 
insurance is, of course, the only basis on which a lender can 
prudently make a loan under the program since the loans are not 
collateralized and the borrowers have no income, and little or no 
credit experience . 

6. Is any preventive action being taken to avoid another 
situation of this magnitude? 

We expect that, in light of this serious situation regarding 
HEAF and the Department's concern about the financial condition of 
several other agencies, the Congress and the Department are 
considering actions that would stabilize the guarantee in the 
program so .3 to provide lenders with the necessary assurances to 
go forward with program lending and secondary market purchases - 
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Hopefully, in plotting their strategy in this regard, policymakers 
will take a more measured approach to the regulation of guarantor 
reserves, including federal financial support of them, and reject 
the concept of using these financial underpinnings as a means for 
helping to meet shortfalls in federal revenues or reducing the 
federal deficit. Guarantors need to be able to meet unforseen 
circumstances that may arise in the future; without a viable 
reserve pool, the future stability of guarantors and lenders 
reliance on them will remain in doubt. 

7. This crisis has raised many questions concerning the viability 
of the student loan program. Do you feel the program remains 



Yes* While there are problems that need to be faced up to and 
dealt with appropriately, we believe the program as a whole is 
sound and can continue to make a vital contribution to the 
financing of higher education. It cannot, however, be 
overemphasized that lenders must be assured that the loans they 
make will be repaid. 



8. In last year's budget reconciliation, we eliminated SLS Loans 
for first-year students at schools with default rates in 
excess of 30%. The General Accounting Office is issuing a 
report today showing that this action has dramatically reduced 
loan volume. Do you agree that this action will help loan 
defaults? 



Yes, the reduction of abuses in the SLS program will result in 
fewer defaults. 



sound? 
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9. What are the lessons to be learned from the HEAF crisis? 

There are a number of lessons to be learned. One is that 
unless lenders can be assured that their loans are, in fact, 
guaranteed against default at 100% without regard to the financial 
condition of the federally sponsored guarantor, the ability of this 
program to achieve the purposes for which it was created are indeed 
limited. There must be general recognition that making good to 
banks as distinguished from the guarantor for the credit they have 
extended to borrowers on the basis of a guarantee of repayment, is 
fundamental. Indeed, this is the basic design of the program* 
Were it not for the guarantee, very few loans would be made since 
very few borrowers would gualify on the basis of lenders normal 
standards and prudent practices for making loans. Another lesson 
is that very little is known about the financial condition of each 
of the guarantee agencies, and therefore little influence brought 
to bear on their activities by either the public or private sector. 

10. During the 1980s, we had a dramatic shift from grants to 
loans. Our student aid programs have also failed to keep pace 
with the cost of a college education. Could you please 
comment on how this policy change is affecting student loan 
defaults? 

Clearly, as the Report of the Belmont Task Force suggests, the 
program of guaranteed student loans, which was designed for the 
middle class, is under severe strain as a result of being pressed 
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into service as a major form of assistance for students from 
financially needy families. This is especially so during periods 
when the costs of education are increasing, thus requiring even 
larger loans. The disposable income of this group of borrowers 
cannot sustain the repayment of increasingly larger loans. As was 
pointed out in the Belmont Report and has been reiterated by all 
major studies on student loan defaults, the major cause of default 
is the borrower's inability to pay, rather than a decision to avoid 
his obligations. 

11. What do you see as the primary causes of student loan 
defaults? 

There are, no doubt, multiple reasons for student loan 
defaults. We doubt whether the default rate is any greater, 
however, than would be the case with respect to consumer loans 
generally in the populous if banks made loans to borrowers who have 
no credit experience, no employment history, no assets and have 
provided no security on the loan. In addition to the foregoing, a 
number of borrowers do not receive the benefit of their borrowing. 
This is so because they wore not adequately prepared to benefit 
from the program for which they borrowed, or the program did not 
provide them with the employment they expected, or the program was 
simply of poor quality* However, it cannot be overlooked that this 
may be for most students their first significant experience with 
debt financing. There are, of course, many competing demands for 
what may be limited resources and there is no lack of marketers of 
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goods and services who are competing for the dollars borrowers earn 
after leaving school. In this connection, it may be useful to 
reflect upon the fact that while the repayment period on student 
loans (except for consolidation loans) has not essentially changed 
since the inception of the program, the amount of aggregate 
possible borrowing as a result of increases in the cost of 
education have risen quite dramatically- Nevertheless, studies 
indicate, and our own experience would confirm this, that the 
default rate declines as the size of the borrowing increases. This 
appears to be associated with the coincidence of large size 
borrowings for students who undertook four-year or advanced degree 
programs, a fact which has a positive correlation to the ability of 
the borrower and his family to support ♦".he debt. 
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STUDENT LOAN MARKETING ASSOCIATION 
1050 Thomas Jefferson Street N w 
Washington DC 20007 
?02 298 2600 



LAARfNCf A HOUGH 

Eitfufve Oti-cef 



The Honorable Edward M. Kennedy 

Chairman, Committee on Labor and Human Resources 

United States Senate 

315 Senate Russell Office Building 

Washington, DC 20510-2101 

Dear Senator Kennedy: 

Enclosed please find a copy of our response to the additional 
questions you have posed in connection with the August 3, 1990 
hearings before the Subcommittee on Education, Arts and Humanities 
on the HEAF situation. As you have requested, the original copy of 
the response has been submitted to the Subcommittee . 

We agree, as is indicated in our response to your inquiries, 
that our corporate involvement with HEAF and our recent response to 
its financial problems affords an interesting context for the 
consideration of the Treasury Department's proposed safety and 
soundness provisions for GSEs. 



August 23, 1990 




Lawrence A. Hough 
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1. There have been some suggestions that, in light of the HEAF 
situation, sallie Mae should be subject to safety and 
soundness regulations regarding government sponsored 
enterprises that were recently proposed by the Treasury 
Department* What would be the impact on the Sallie Mae if 
the Treasury proposal is adopted? 

This question suggests several lines of inquiry. Initially, 
what business risk does HEAF's situation present for Sallie Mae? 
Had the Treasury proposed regulations been in place, what effect 
might that have made on Sallie Mae's HEAF related business? And, 
aside from special HEAF issues, what other effect might the 
Treasury proposals have on Sallie Mae's ability to carry out its 
statutory mission? 

At the outset, we reiterate that the impact on Sallie Mae's 
balance sheet and earnings as a result of our financial exposure 
to HEAF will not, in our judgement, be material. As we indicated 
in our testimony before the Subcommittee on Education, Arts and 
the Humanities, our exposure falls into two basic classes. 
First, HEAF is a guarantor of a significant portion of the 
guaranteed student loans which Sallie Mae owns. And second, HEAF 
is a borrower of funds from Sallie Mae* 

A large majority of HEAF guaranteed student loans, which we 
own, are already in repayment and hence, can be expected to 
experience insignificant default rates. The default experience 
on the smaller, newer portion of our HEAF guaranteed student loan 
portfolio can be reliably predicted based on experience and is of 
course higher. The composition of this newer portfolio of loans, 
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however, is not skewed in favor of trade school loans or any 
other group. 

In any event, our mandate is to provide liquidity through 
the purchase of guaranteed student loans on a national basis and 
without regard to which of the guarantee agencies — either the 
federal government itself or one of the 47 government sponsored 
state or non-profit, private guarantors — may have been the 
insurer of the loan under the program. Like all the rest of the 
lenders and holders of guaranteed student loans, we have to rely 
on, and at least until now had no reason not to rely on, the fact 
that these loans were insured fully against the default, death 
and disability of the borrower. 

Under another essential part of our mission, over the last 
six years and prior to our most recent extension of credit to it, 
we i*>ave extended collateralized advances to HEAF and its 
affiliates totaling about $800 million; $200 million of which was 
lent to HEAF itself. The remaining $600 million was lent to the 
HEAF/HELP organizations which provide direct lending and 
secondary market services in D.C., Kansas, Tennessee and West 
Virginia. All of these advances are more than 100 percent 
collateralized with guaranteed student loans and federal 
obligations. 

Recently, as a result of discussions with the department of 
education, we have agreed to extend additional credit for HEAF of 
up to $200 million. Any advances made under this new commitment 
of credit will, in our judgement, be adequately secured. Our 
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decision to provide interim financing for HEAF to permit the 
government time to arrange for a permanent solution, was made on 
the basis of our evaluation of the circumstances and risks 
involved, consistent with prudent business practice- One can 
only speculate at this juncture as to what might have happened 
had the Treasury's proposed financial safety and soundness 
policies been in place. On the one hand, Sallie Mae currently 
enjoys a AAA rating currently without regard to our agency 
status. On the other hand, if irrespective of that status, 
Treasury determined as our regulator of financial safety and 
soundness to provide oversight with respect to our HEAF 
transactions, we have no way to know whether they would have 
reached the same conclusion with respect to the further extension 
of credit to HEAF- In any event, it seems clear that it is 
unlikely that we would have been in as good a position to take 
decisive action in the timely manner that we did- Given the 
coverage in the public press we betray no confidence in sharing 
with you the fact that, without our prompt assistance, HEAF might 
well have been forced to default on its obligations to lenders. 
The consequence of that occurrence, we believe, could have 
severely jeopardized the program at the height of the annual 
lending season. 

The HEAF situation, we believe, emphasizes the need to 
assure the existence of a financially strong, national secondary 
market, subject to the disciplines imposed on publicly held 
corporations and appropriate congressional oversight, but 
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possessing the ability to take actions without governmental 
clearances* 

2. What would the the impact on the student loan program if the 
Treasury proposal is adopted? 

we believe the Treasury proposed use of private rating 
agencies for the purpose of determining safety and soundness; the 
AAA rating standard proposed; the establishment and supervision 
of business plans by the Treasury; the imposition of risk 
premiums and/or recovery rate fees, and the withdrawing of 
particular agency benefits; and, the ability to replace our Board 
of Directors and/or officers, would adversely affect our ability 
to raise equity capital and finance ourselves in a cost effective 
manner- we do not believe that there is any added value to 
Treasury Department regulation in the management of Sallie Mae. 
We already enjoy a AAA rating without regard to our GSE status. 
Investors in our debt and, by and large, in our common stock are 
large sophisticated financial institutions. There is no 
comparison between them and individual depositors in a bank or 
S and L. 

In short, we think the Treasury already has an adequate 
statutory role in the conduct of our business and that role, 
together with the presidential appointment of a third of our 
Board of Directors and it's Chairman and the oversight of the 
congressional committees, more than adequately forms a basis for 
reflecting public interest in our financial well being. Further 
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intrusion by government into the management of Sallie Mae, in our 
view, risks the possibility of poor performance for which, we 
believe, the government would properly be held responsible by our 
investors. 

Since its inception, Sallie Mae has supported approximately 
$50 billion in student loans to approximately 20 million student 
borrowers and their parents. This means that over the course of 
years we have provided support for approximately 49 per cent of 
all student loans made* Any significant limitation on our 
activities would constrain the willingness of lenders to extend 
credit to borrowers in the program unless the slack is made up 
for by other secondary markets or financial institutions. 
Virtually all of the other secondary markets operate at the local 
level or, if not, in certain particular markets through 
arrangements with a limited number of lenders. No one, to our 
knowledge, holds itself open to providing liquidity to virtually 
every eligible lender across the nation as does Sallie Mae and 
few, if any, offer warehousing advances collateralized by student 
loans to lenders who do not wish to sell their loans. In 
addition, secondary markets generally rely on the undependable 
availability of tax exempt financing, and financial institutions 
that acquire and hold student loan portfolios are in and out of 
the marketplace depending on the attractiveness of alternative 
uses of their funds* The most damaging program consequence may 
be a perceived concern that there might not be liquidity at 
reasonable cost for those who make student loans or that a 
competitive market for their student loans would not be available 
to them. Any such perception would be bound to dampen lender 
participation in the program. 
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National 2251 Wisconsin Avenue Telephone FAX 

Association 0 I North West 202-333- 1021 202 342 7 263 

Trade & Technical Washington. DC 20007 
Schools 




August 15, 1990 



The Honorable Claiborne Pell 
Chairman, Subcommittee on Education, 

Arte, and Humanities 
648 Dirkeen Senate Office Building 
Washington, D,C. 20510 



Dear Senator Pell: 

Than* you very much for providing me the opportunity to testify 
before the Subcommittee on Education, Arts, and Humanities during its 
hearing on the Higher Education Assistance Foundation (HEAT) held 
August 3, 1990. 

I an happy to provide to you the additional information which you 
requested in your letter to me dated August 6, 1990. Enclosed are 
responses from the National Association of Trade and Technical Schools 
to the questions you raised. 

Again, thank you for inquiring about the concerns of trade and 
technical students and schools regarding the HEAP situation. Please 
let us know if we may be of service to you again. 



Sincerely , 




Stephen J. Blair 
President 

National Association of Trade 
and Technical Schools 



Enclosure 
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National 2251 Wisconsin Avenue Telephone FAX 

Association of North West 333 iO;?i .'02 W *>..'3 

7 Mde & Tecnn,r^i Washington DC 2000? 
Schools 



RESPONSE TO SENATOR PELL'S REQUEST FOR ADDITIONAL INFORMATION 
ON THE PROBLEMS CONFRONTING 
THE HIGHER EDUCATION ASSISTANCE FOUNDATION 

August 15, 1990 



1. Aren't proprietary schools at the root of HEAP'S problem? 

No, Proprietary schools are not at the root of HEAF's problem. 
Schools do not default, borrowers do. High risk students, no matter 
where they go to school, have a harder time repaying their loans than 
those students with more advantages* Trade and technical schools 
enroll more low-income, minority, and generally higher-risk students 
than other sectors of postsecondary education „ These student 
characteristics are related to the probability of default. Any school 
enrolling a significant proportion of high risk students will 
experience a higher default rate than a school enrolling more 
advantaged 3tudents* Any agency which guarantees a large number of 
loans for high-risk borrowers is going to have a higher default rate 
than one that excludes or minimizes loans to high risk borrowers. 
HEAF was very supportive of trade and technical school students 
when other guarantee agencies were hesitant to support them* 

However, evidence suggests that HEAF's default experience has been 
higher for borrowers in all sectors compared with either USAF or an 
average of state guarantee agencies* In Fiscal Year 1986, HEAF's 
two-year cohort default rate was nearly fifty percent greater for 
borrowers in every sector of education compared to USAF, the other 
national guarantor- This suggests that even several years ago, HEAF 
was having trouble controlling its default rate. 

Anecdotal evidence exists that demonstrates that HEAF's rapid growth 
taxed its administrative ability to do the best possible job of 
managing its portfolio. From 1977 to 1988, the loan volume guaranteed 
by HEAF increased from approximately $15 million to $3.3 billion. By 
FY 1987, HEAF was paying more to lenders than it was collecting from 
the federal government* According to Department of Education (ED) 
reports, HEAF had a $32 million short-fall in FY 1988- HEAF took 
steps in FY 1988 to shift itself away from loans with a high risk of 
default* Part of that effort was to balance its portfolio by 
aggressively pursuing loans of students attending four*year 
institutions. 

To secure this lower-risk paper, HEAF offered zero percent insurance 
fees. This had a negative impact on its income* As recently as 
February 1990, HEAF reported it had solved its problem and was well 
on the way to long-term profitability. Clearly, HEAF was overly 
optimistic- HEAF was not able to improve its default rate even after 
excluding as many high risk borrowers as possible. 
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While schools have little to do with loan repayment, there is a great 
deal that schools can do to prevent defaults. They must first admit 
only those students who, in the schools 1 best judgement, are capable of 
completing the education and of being placed in a job for which they 
have been educated* Schools can help borrowers understand their rights 
and obligations regarding the loan programs before they receive loans 
and as they leave school. The private career school Default Management 
initiative, launched more than three years ago, has assisted over 5,000 
schools with the development of counseling such as entrance and exit 
videos which improve student graduation rates. 

Again, the default rate is primarily a function of the population 
served. Within trade and technical schools, as well a«* all 
postsecondary schools, there are wide ranges of default rates. They 
range from low single-digit default rates to some above 30 percent. 
These variations reflect the percentages of high risk students served 
by each of the respective schools. 

The significant differences in the default rates among lenders and 
guarantee, agencies, independent of the level of risk represented in 
their student loan portfolio, indicates that guarantee agency and 
lender servicing and collection activities make a difference in 
successful repayment. 

2, In last year's budget reconciliation legislation. Congress 

eliminated Supplemental Loans for Students <SLS) for first-year 
students at schools with default rates in excess of 30 percent. 
The General Accounting Office is issuing a report today showing 
that this action has dramatically reduced SLS volume. Do you 
agree this action will help loan defaults? 

There is no question that the most effective way to eliminate defaults 
is to stop making loans. Defaults can be reduced by limiting access by 
high risk students. The resulting problem is the long-term cost of 
limiting access for these students. According to Jerry Jasinowski, 
President of National Association of Manufacturers, these long term 
costs include the following: 

o Productivity losses caused by poorly trained workers cost U.S. 
business about $25 billion last year. 

o One out of every four ninth graders drops out of high school each 
year at an estimated cost to the nation in lost earnings of $240 
billion during their lifetimes 

o If private business is to close the "skills gap* between workers 
and labor market needs, America's private sector will have to 
expand its training efforts from $30 billion to $88 billion a year. 

Saving money today by keeping high risk students out of loan programs 
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will increase social costs in the future. Excluding these students 
from the loan program does not solve any problem or reduce society's 
cost of an under-educated work force. Short-term savings in default 
reduction will be spent many times in the cost of welfare, 
unemployment, health benefits, administration of justice, and loss of 
productivity* Margaret Beyer stated the problem succinctly in the 
current issue of Youth Policy on delinquency, 

"James plans to sell drugs when he is released form the institution — 
it is the only entry-level job where his lack of skills does not 
disqualify him-" 

The loan programs are a key part of the financial assistance package 
many students require to attend a postsecondary institution. Given 
that funding for the Pell Grant program has not kept pace with 
inflation over the past decade, even the very poorest individuals must 
rely on federal student loans to finance their education. The 
following exaimole indicates their need for Pell Grants, Stafford 
Student Loans, and Supplemental Loans for Students (SLS) . 

A single welfare mother 25 years of age with a child decides to attend 
a private career school for nine months. The school charges a tuition 
of $5,000 , Her budget will be a minimum of $4,000 for child care, 
room and board, and other incidental expenses* A full Pell Grant and 
Stafford Loan would cover roughly half the 59,000 it will take to 
attend school* Even with an SLS, this student will be shy several 
hundred dollars of the minimum cost, without the SLS, she cannot 
afford to attend the school. Granted, this student is at risk of 
defaulting, but without an appropriate postsecondary education she is 
at risk of a lifetime on welfare* 

3. What are the lessons to be learned from the HEAP crisis? 

The first lesson is that the threat of financial punishment for high 
defaults will result in a reduction of opportunity for the neediest 
students. Lenders, guarantee agencies, and schools increasingly are 
unwilling to serve students uith the most need who also have the 
highest chance of defaulting because the institution will be punished 
for doing so. HEAP tried to exclude high risk borrowers as the way 
to solve its cash problem. 

An incentive system built on punishment, such as risk-sharing, will 
result in the exclusion of those students who need help most. Banks 
have always known that the highest risk borrower is one who does not 
have any resources. Contrary to its original mission of helping middle 
income families finance postsecondary education, the federal student 
loan programs now serve even the poorest students to compensate for 
inadequacies in federal grant assistance. Further, the purpose for 
providing a federal guarantee is to ensure access to loans for students 
regardless of their credit history and to provide assurance that 
lenders* investments are protected. 
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The second lesson is that the Department of Education needs to take 
responsibility for oversight and enforcement of regulations* In the 
long run, anticipation of school, lender, and guarantee agency problems 
before they escalate to disaster proportions will be more effective. 
Prevention is the best way to Solve problems and protect taxpayers from 
unnecessary financial losses. 

The third lesson is that positive, not negative, incentives are needed 
for schools, lenders, and guarantee agencies to serve high risk 
students. The government needs to ensure that lenders and guarantee 
agencies obtain a return on their investment that is high enough to 
make serving high risk students worthwhile. 



4. During the 1980's we had a dramatic shift from grants to loans. 
Our student aid programs have also failed to keep pace with the 
cost of a college education* Could you please comment on how this 
policy change is affecting student loan defaults? 

The biggest loss in federal support came with the conclusion of the 
Vietnam Veterans education benefits and the loss of Social Security 
education benefits. These two programs provided $3.6 billion in grant 
aid to students in 1980. These programs were not need-based, but in 
practice, helped low income students. 

According to the College Board, the federal government provided about 
56 percent of the 1980 student aid awards in grants, 40 percent in 
loans, and the rest in College Work Study * In 1989, 48.5 percent of 
the awards were in grants, 49 percent in loans, and 2.5 percent in 
College Work Study. The amount of all federal award dollars has 
declined slightly from 519.8 billion in 1980 to S19.4 billion in 1988 
(in constant 1988 dollars) , while costs of education significantly 
increased during the 1980's* 

The other way to calculate the erosion caused by inflation is to 
calculate how much the maximum award has declined. The maximum Pell 
Grant ($2,300), which affects the neediest students, has slipped a 
little over six percent since 1980* The maximum Pell Grant should be 
about $2,450 if it were to have the same purchasing power as it had in 
1980. Recognizing this need, the Pell Grant currently is authorized to 
have a $3,100 maximum award, but is only appropriated at a level of 
$2,300. This forces the needy to rely heavily on loans to finance 
their postsecondary education. 

The maximum Stafford Loan has not done well relative to inflation 
either. If the maximum loan were to have the same purchasing power now 
for a lower division undergraduate as it did in 1980, it would have to 
be $3,100 instead of the current $2,650. There has been a loss of 
about 17 percent in the maximum loan available to a first or second 
year student. 



-4- 




264 



What this means is that there has been a modest shift in feu *al 
student aid from grants to loans with overall award dollars remaining 
nearly constant. Again, one must remember the 53.6 billion loss in 
Vietnam Veterans and Social Security education benefits. In that same 
time, collegiate enrollja^nt has gone from 12.1 million with an 
estiir^ted 1 million in non-collegiate schools to 12.9 million with 
another 1.7 million in non-collegiate schools. There has beer* a modest 
11 • 5 percent enrollment increase over the decade. Much of the 
percentage increase is found in part-time and non-collegiate school 
enrollments. The amount of federal aid per student has eroded slightly 
over the decade. 

Students today are not as well served by federal student aid as were 
students in 1980. Today's students are more likely to rely on loans 
because the maximum grant awards do not go as far. There are more 
students in school with fewer award dollars available. We estimate 
that if the correction were made for the increased enrollment (11.5 
percent or $2.2 billion) and the $400 million lost to inflation, it 
would take $2.6 billion in new appropriations for grant programs to 
regain the relative position held in 1980. 

Using this money to replace loans with grants for high risk students 
certainly cot Id reduce defaults. The increased cost of a larger grant 
program to the Treasury would be partially recouped in default savings 
in future budget years* If the $2*6 billion were used to provide 
grants instead of loans to a high risk population with a default rate 
of 30 percent, the default savings would exceed $750 million. 

5. What do you see as the primary causes of student loan defaults? 

The evidence is clear that the main reason for defaulting is borrowers 
do not have the money to make the payments. Based on information on 
borrowers collected by the Department of Education, we have identified 
several factors related to default. They include: being a 
disadvantaged minority, being divorced or separated, and not completing 
a program* It does not matter in what type of institution the student 
is enrolled. 

When those students who defaulted were asked why they defaulted, they 
were most likely to say it was because they were unemployed or 
under-employed. In short, they did not have the money they needed to 
make payments. Interfering personal problems also play a big part in 
propensity to default. Getting a divorce, spells of illness* or 
unexpected moves play a role in defaults. 

One of the most disturbing results was that a large number of borrowers 
who defaulted did not know about deferments even though they might have 
been eligible to take advantage of the option to head-off default. 
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Over half the borrowers who defaulted indicated they had entered 
repayment at some time after defaulting. A majority of these 
repayments fall outside the default cohort. Even if repayment begins 
during the? cohort window, the school is not credited with the 
repayment . Default is a temporary status for the majority of 
defaulters who repay at a later date. Defaults, a* they are 
reported by CD, do not represent a total loss to the Treasury but a 
gross dollar figure before repayments are made. 

6, What more should be done to rid the student loan program of bad 



We need to be careful not to equate high defaults with "bad schools. * 
Many schools are trying to help students who have not been well served 
by the public school system. According to the National Assessment of 
Education Progress (NAEP) # many 17 year-old students cannot summarize 
a newspaper article, write a good letter requesting a job, solve a 
real-life math problem, or follow a bus schedule. It is no wonder that 
these students, whe are eligible borrowers in a very short tine after 
this test is given, have trouble making loan payments. Many borrowers 
are not well prepared to deal with the administrative requirements that 
come with a loan. One way to solve the default problem is to improve 
students' basic life skills in__h_igh school . If they have not been 
well served by the secondary education system, then incentives must be 
given for postsecondary schools to include basic life skills their 
curricula. This makes more sense than trying to close trade and 
technical school that are trying to help these high risk students 
become more productive members of the workforce. 

At the same time, there have been a few schools which have abused the 
student aid programs , defrauding the taxpayers and leaving students 
with debts they cannot repay. These schools must be identified and 
stopped, and the NATTS Accrediting Commission is taking strong measures 
to ensure that any school with the NATTS seal of approval meets the 
high standards required. While our Accrediting Commission is doing its 
job to prevent abuses, until recently, it has received little help from 
the Department of Education. 

Prior to the Reagan administration, the Department of Education had 
tin effective program in place to provide student financial aid program 
oversight. ED was able to identify potential student financial aid 
problems early and stop them before they cost taxpayers a great deal of 
money. During the period of greatest growth in the GSL program, the 
Administration reduced regulatory staff and the number of oversight 
visits to schools, lenders, and guarantee agencies. 

One result of this reduced oversight has been an increase in problems 
in local administration of student financial aid programs. The current 
Administration has encouraged the Department to do more program 
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reviews, and the outcome has been more effective oversight. However, 
increased oversight of all participants in the guaranteed student loan 
programs is essential to preserve the integrity and restore public 
confidence in a program that has served over 50 million students since 
its inception* 

Many of the overtly fraudulent schools have been closed or currently 
arc under investigation. Even if a school has been closed for as long 
as three years, it still had a cohort default rate reported by the 
Secretary of Education for Fiscal Year 1988* Thus, some of the 
recently reported default numbers are "ghosts of the past." Hundreds 
of private career schools have gone out of business in the last two 
years. Some have been forced to close because of legal problems or 
mismanagement, but many more have closed because of their students' 
reduced access to student aid. 

The changes in default rates resulting from new federal regulations and 
restrictions which were implemented last year wilT not be known until 
next year at the earliest. It is too early to decide that these 
efforts have not been successful. However, the decline in private 
school default rates is largely attributed to our sector's Default 
Management Initiative. The default rate has been declining since FY 
1986 and will continue to decline in future years. 

If there is fraud in the operation of federal student aid programs, the 
responsible parties should be prosecuted. If accrediting commissions 
are lax in the enforcement of appropriate standards, the Department of 
Education should not recognize them. If guarantee agencies are 
experiencing financial difficulties, the Department of Education should 
carefully monitor them to ensure that they do not become insolvent. 
The means of enforcement are available to the federal government. 
Additional restrictions could further undermine the mission of the 
GLS programs — to provide needy students with financial assistance 
to obtain access to their choice of postsecondary education. We must 
take care to ensure that this mission is accomplished. 
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Responses by Richard C. Hawk 
to additional questions submitted by letter dated 
August 6. 1990 by Chairman Claiborne Pell 
in connection with the 



Subcommittee on Education, Arts and Humanities Hearing of August 3, 1990 



1. What effect would the closing of HEAF have on HEMAR, your for-profit servicing 



HEMAR Service Corporation of America (HSCA) services student loan portfolios 
of 340 lenders and other holders of student loans throughout the nation. 
The volume of loans serviced by HSCA s more than $3 billion and includes 
loans guaranteed by 20 different guarantors. The servicing of these loans 
under the Federal student loan programs constitutes the primary business 
of HSCA. In addition, HSCA services privately insured loans which are 
not part of any Federal program in an aggregate volume of $394,000*000. 
Closing HEAF could affect future volume of loans serviced by HSCA. Predicting 
the magnitude of any such effect is difficult, but HSCA probably would 
need to intensify marketing for servicing of portfolios guaranteed by 
other guarantors, if HEAR should be closed. 

In order to achieve economics of scale and maximize computer utilization, 
HSCA provides data processing services both for Itself and for HEAF. 
If HEAR were to close, this cost sharing would cease and HSCA would have 
to find other parties interested in similar cost sharing or would have 
to reduce expenses to compensate for the loss of cost sharing. 

2. Has the Bank of America situation in California contributed to HEAF's 
difficulties, and if so, how? Could this have been avoided? 

The Bank of America portfolio in question consists of more than one-half 
billion dollars in student loans of which more than 9b% are loans to proprietary 
trade school students. Loans to proprietary trade school students normally 
default at four times the rate of students attending four year colleges 
and universities. Many of the loans in the Bank of America portfolio, 
were originated by First Independent Trust Company (FITC0) which used 
some questionable origination procedures before selling loans very quickly 
and which now has been closed as a result of problems relating to student 
loans. 

The FITC0 originated loans were sold to California Student Loan Financial 
Corporation (CSLFC) a secondary market which relied on United Education 
and Software (UES) for servicing most of its loans. Servicing by UES 
was grossly inadequate and generally not in compliance with diligance 
regulations. Fraud in the servicing of some of those loans has been admitted. 
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Responses by Richard C. Hawk 
Page two 



As the trustee for CSLFC, Bank of America was the owner of loans purchased 
from FITCO and was a party to the contract under which UES serviced the 
loans. The problem of high defaults normally expected to be associated 
with a portfolio of high risk trade school loans has been exacerbated 
by poor origination and grossly inadequate servicing. Current delinquencies 
suggest an ultimate default rate of 60 - 75% on the portfolio. 

The Department of Education has entered into an indemnification agreement 
with Bank of America which will permit the bank to receive claim payments 
on loans in the contaminated portfolio and which obligates the Department 
to pay reinsurance to HEAF for defaulted claim payments on those loans, 
the majority of which would not otherwise be eligible for claims payment. 
Because HEAF will receive only 80% reinsurance, the cost to HEAF covering 
losses on a portfolio of more than one-half billion dollars with a default 
rate of 60 - 75* is unbearable. The burden on HEAF is intensified by 
the prospect of most of those defaults being paid in a single year. 

HEAF entered into a settlement agreement with Bank of America for payment 
of claims in the contaminated portfolio. The settlement agreement was 
contingent on an acceptable arrangement under which the Department of 
Education would provide relief for HEAF on the inordinate cost to HEAF 
of the portfolio. HEAF proposed that the problem be solved by combining 
the HEAF guarantee program with the Nebraska Student Loan Program which 
has automatic } -0% reinsurance through fiscal year 1991, thereby permitting 
defaults from the 3ank of America portfolio to be paid with 100% reinsurance. 
The proposed combination also would have solved the problem of the cost 
for the inordinate concentration of other trade school loans in the HEAF 
portfolio and would have combined the programs of the two designated guarantors 
in Nebraska, giving Nebraska the strength of a single designated guarantor. 
The Department rejected the Nebraska proposal . but announced that HEAF 
has severe financial problems. Although the problem of inordinate concentration 
of trade school loans for the Foundation exists without the Bank of America 
portfolio, the magnitude of the liability existing with the portfolio 
contributes to HEAF's difficulties. 

Determing how the situation could have been avoided is more complex, 
HEAF uncovered the problems at UES and in the course of conducting a program 
review of that operation, notified, and requested assistance from the 
Department of Education Inspector General. Obviously the situation could 
have been minimized if HEAF had uncovered the UES problems sooner but 
the cost of conducting program reviews frequently enough in order to have 
uncovered the problem sooner is probably prohibitive- Although CSLFC 
acquired substantial volume, it did so in a relatively brief period of 
time. The UES servicing operation was reviewed by another guarantor and 
by a major public accounting firm not long before HEAF uncovered the problem, 
but neither of those reviews indicated significant deficiencies. The 
situation also could have been minimized if HEAF had not been required 
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Responses by Richard C. Hawk 
Page three 



to rescind its action cancelling lender agreements with FITCO and several 
other lenders which were generating high volumes of predominately trade 
school loans, The Department ruled that the 30 day cancellation provision 
in HEAF lender agreements does not permit cancellation without applying 
formal limitation, suspension, and termination procedures for identifying 
program violations and providing due process for the lenders. Advantages 
of providing the protection of limitation, suspension and termination 
and due process for the lender are obvious and Some unfortunate program 
abuse may be the inevitable price to be paid for achieving those advantages. 
The problem is partially the result of deficiencies in some of the trade 
schools which were utilized FITCO as a source of student loans for their 
students. More careful screening and monitoring eligibility of these 
schools for Federal programs could have partially alievated the situation. 
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STATE EDUCATION ASSISTANCE AUTHORITY 



August 15, 1990 



The Honorable Claiborne Pell, Chairman 
Subcommittee on Education, Arts 

and the Humanities 
Room 648 Dirksen Senate Office Building 
Washington, D.C. 20510-6306 

D*ar Senator Pell: 

The Virginia State Education Assistance Authority and 
the Virginia Education Loan Authority are greatly interested 
in legislative actions which may be taken to address the 
financial difficulties encountered by the Higher Education 
Assistance Foundation* I have enclosed a statement on 
behalf of the two authorities which describes our concerns. 

I would greatly appreciate your including the enclosed 
testimony in the record of the August 3, 1990 hearing before 
the Subcommittee on Education, Arts and the Humanities. 

Thank you for your consideration of this request. If 
you have questions or if you would like additional 
Information, please give me a call. 



Sincerely, 



MJM/ih 
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Statement of 
Muriel Johnson Murray 

to the 
Senate Subcommittee on 
Education, Arts and Humanities 
August 10, 1990 

Mr. Chairman and Members of the Committee: 

I am submitting comments on behalf of the Virginia 
State Education Assistance Authority and the Virginia 
Education Loan Authority. As the recent difficulties of the 
Higher Education Assistance Foundation (KEAF) have shown, 
student loan guarantors and secondary markets are subject to 
financial failure as a result of the risks associated with 
participating in the federal student loan programs. 
However, we believe that a closer partnership between the 
federal and state governments can reduce thfc xisks for 
taxpayers and students alike. 

I am the Executive Director of Virginia's designated 
student loan guarantor and secondary market. While the 
Virginia State Education Assistance Authority has always 
received 100% reinsurance due to our comparatively low 
default rate, we are increasingly concerned about our 
ability to control the use of our guarantee, given lax 
federal oversight of school certification for participation 
in Title IV programs. 

The Virginia SEAA and VELA have welcomed recent 
restrictions on the participation of some schools in the 
Title IV student loan programs. We have implemented the 
restrictions included in last year's budget reconciliation 
measure in the most stringent measure possible. If we were 
permitted greater latitude in our certification of schools 
to use our guarantee, we would implement more stringent 
restrictions . 

Virginia has not experienced problems with proprietary 
vocational schools of the magnitude encountered by other 
states. Nevertheless, student complaints and school 



278 



272 



closings are affecting our student loan programs with 
increasing frequency. 

As the recent financial difficulties of HEAF have 
highlighted, the stuaent loan programs are a curious 
combination of free market enterprise and government 
sponsored activities- In order to make student loan funds 
available to individuals who cannot provide collateral, have 
no credit record and are sometimes poor credit risks, the 
federal government, through several state and national 
guarantors, guarantees loan repayment- If student loan 
guarantees were unavailable, it is doubtful that commercial 
lenders would make loans to such a hic,h risk population as 
college students. 

The government has assumed the financial risks of 
lending to students in the interests of preparing a skilled 
workforce- It is inevitable that some of these loans will 
prove to be a poor investment. However, even considering 
the cost of defaults, student lending is considerably less 
expensive to the government than funding education solely 
through grants and is far less expensive to industry than 
providing equivalent education in the form of on-the-job 
training. 

The greatest default risk in the student loan programs 
is presented by low-income students attending shorter 
education programs. Virtually every default study has shown 
that such students are those most likely to default their 
repayment obligations* However, these students also are 
those most likely to need student financial aid if they are 
to have the benefit of postsecondary education* They are 
also the cohort most likely to need public assistance if 
they are inadequately educated. 

In recent years, it appears that the U.S. Department of 
Education has lost sight of these inherent conflicts. 
Guarantee agencies, such as the Virginia State Education 
Assistance Authority, are required to guarantee high-risk 
loans in the interest of preserving education access for 
students who are, frankly put, poor credit risks. Changes 
in loan eligibility during the last reauthorization have 
eliminated the cohort of students most likely to repay their 
loans, thus increasing the proportion of students likely to 
default- Lender-of-last-resort provisions require guarantee 
agencies to make loans to students who are turned down by 
commercial banks , further increasing our potential 
liabilities. 

Default reduction provisions punish guarantee agencies 
for the defaults incurred by the students we are mandated to 
serve by reducing federal reinsurance rates if our default 
rate exceeds five percent- Despite our accountability for 
keeping defaults below five percent, guarantors have very 
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little authority to limit the use of our guarantees by high 
default schools. Finally, the above mentioned risks are 
exacerbated by extremely lax school accreditation and 
certification standards on the part of the U.S. Department 
of Education. 

A recent Wall Street Journal article reported that the 
Congress is considering a number of options to reduce 
student loan defaults as a result of HEAF's difficulties, 
including requiring that banks perform credit checks and 
obtain cosigners before lending to students. But requiring 
credit checks and cosigners does not address the root of the 
problem. Most student loan defaulters have defaulted for 
one simple reason they are too poor to repay their loans. 

Stafford loans are limited to lower-income students, 
many of whom lack a credit history. In most instances, a 
credit check will merely confirm this fact. 

Similarly, requiring cosigners for student loans would 
be counterproductive to the goal of promoting broad access 
to education. Heads of low- income families are more likely 
to have poor credit histories and may not be willing to take 
on the additional liability of cosigning their children's 
loans. Older independent students, including displaced 
workers and displaced homemakers, could also be denied 
education if they cannot secure a cosigner. 

Changes in the administration of the student loan 
programs have made it increasingly difficult for borrowers 
to escape their repayment responsibilities. The 
consequences of default are sufficiently burdensome and well 
publicized to discourage borrowers from treating their 
repayment obligations lightly. Additional default 
reduction measures targeted at borrowers are likely to 
reduce defaults only to the extent that they reduce access 
to higher education. 

But there is another deserving target for the Congress 
to consider — poor quality education programs. Mounting 
evidence compiled by the Office of the Inspector General, 
the Senate and by our own program reviews suggests that some 
schools view their students as an inconvenient but necessary 
conduit to student aid funds. We have all heard about 
computer institutes which lack computers, cosmetology 
schools whose "classes" consist of using paying students as 
unpaid hairdressers, and business schools whose main order 
of business consists of processing student loan and grant 
applications. We feel that the goal of the Higher Education 
Act does not include enriching the proprietors of such 
schools at the expense of our borrowers. 

Such school prey on those most in need of education 
highschool dropouts, the unemployed and recipients of public 
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assistance. These schools return- little of educational 
value in return for the tuition they charge. Their students 
too often are left with little but debt. 

The SEAA would like to take a greater role in policing 
the schools which use our loan guarantee. However, with the 
loss of a large portion of our trust funds, which were 
confiscated by the U.S. Department of Education according to 
the provisions of the 1987 Budget Reconciliation Act, we 
lost our financial ability to bear the costs of extensive 
program reviews, particularly for out-of-state campuses* 
Similarly, in order to reduce its own operating costs, the 
U.S. Department of Education has curtailed federal level 
program reviews. We view this policy as penny wise and 
dollar foolish. 

Before the loss of our financial reserves, the Virginia 
Education Assistance Authority performed program reviews 
every two years for every school and lender using our 
guarantee. Due to the loss of interest income from our 
trust fund investments, we have been forced to reduce our 
program reviews to those mandated by the federal government. 

Our program reviews have been helpful in halting abuses 
among schools certified by the U.S. Department of Education. 
However, the requirement for reviewing only the top schools 
by dollar volume causes us to review primarily large state 
institutions which are generally well-run and responsible 
participants in the Title IV programs* The schools which we 
have found abusing the programs account for a relatively 
small portion of our overall loan volume, but a larger 
proportion of defaults. 

The Virginia SEAA continues to perform program reviews 
for In-state schools when we receive complaints from 
students or when we detect a possibility of irregularities. 
This reactive approach to oversight it is not as effective 
as reviewing every school on a regular basis. It is far 
less effective than eliminating schools of questionable 
merit during the federal certification process. 

Low-income borrowers are inherently at risk of default 
because they are less likely to complete their education 
programs. The default risk is compounded if the programs 
are of little educational value* Borrowers who attend 
shorter term programs are complaining with increasing 
frequency that such is the case. 

Student loan defaults carry a significant cost to the 
federal budget. They carry an even greater cost to the many 
low- income students involved. These students have already 
tasted failure in their chosen school. By defaulting their 
student loans, borrowers loose the opportunity to try again 
while taking on the burden of a poor credit record* These 
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costs, both human and budgetary, can be reduced if we do a 
better job of school oversight. 

Guarantee agencies with ties to state departments of 
education are well positioned to evaluate the merits of 
schools operating within our state borders . However, we are 
provided with very little discretion in determining which 
schools located within our states are eligible to use our 
guarantee* Our influence is even more limited when we 
guarantee loans for out-of-state schools in order to 
accomodate regional lenders. In these instances, we ha^e no 
influence over state legislatures or regulators to protect 
the interests of students and taxpayers. The increasingly 
regional banking environment will require that we expand our 
guarantee activities beyond the borders of our state if we 
are to maintain broad-based 1" der participation. 

The SEAA and VELA urge the Department of Education to 
increase scrutiny of proprietary schools* participating in 
Title IV programs. Should the Department decline this 
responsibility, we urge the Congress to provide us with 
greater latitude in withholding the use of our guarantee. 

The collapse of HEAF also calls into question the 
wisdom of the 1987 Budget Reconciliation provisions which 
required some guarantee agencies to "spend down" their 
guarantee reserves. While the issue of establishing an 
adequate proportion of guarantee reserve funds to 
outstanding loans has taken on greater urgency, It is 
glaringly apparent that the GAO formula did acheive that 
goal . 

The accounting firm of Touche Ross (now Deloitte & 
Touche) has developed a model which considers a number of 
variables in determining the adequacy of guarantors' reserve 
funds. The model considers the composition and default 
history of the existing portfolio, the operating expenses 
required to service new and previously existing loans, and 
the guarantee fees which should be charged in order to cover 
the default risks of the guarantor's present loan volume. 
Unlike the GAO formula, which was devised to reach a pre- 
determined budgetary savings of $250 million, the Deloitte 
Touche model is concerned with establishing the necessary 
reserves to operate a fiscally sound guarantee agency. 

Mr. Chairman, the problems encountered by HEAF are not 
an indictment of the student loan programs. These programs 
are generally sound and provide a valuable service by 
financing the higher education of our nation. HEAF's 
downfall does point out some programmatic weaknesses that 
need to be resolved during the upcoming reauthorization of 
the Higher Education Act. 

Thank You. 
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Tfc* Honorable Paul Simon 

United States Senate 

16? Dirksen Senate office Buildinq 

Washington, DC 2 0510 

Dear senator Simon: 

At the hearing before the Senate Subcoirmit.tee on Education, Arts, 
arid Humanities on August 3rd regarding the Higher Education 
Assistance Foundation, you asked me for specific proposals 
regarding how the Department of Education might establish a 
process through which financial problems at guarantee agencies 
could be uncovered at an early date. The purpose of this letter 
is to provide you with our ideas regarding this subject, 

CBA believes it would be relatively easy for the Department of 
Education to construct a computer model (several lenders already 
have these in existence ) that could be used to forecast p 
guarantors financial state based upon the input of key 
indicators from each agency* We would envision the process to 
work as follows : 

o The Department of Education constructs or adopts a computer 
model to forecast the future financial state of each agency 
(both income statement and balance sheet). 

o The Department of Education identifies key pieces of 

information to be collected from each agency on a quarterly 
basis. These would include such items as actual and 
projected volumes (broken down by school type), default rates, 
expenses , recovery rates , insurance premiums , etc , 

o The Department of Education forecasts the projected results of 
an agency based upon the data received. At least two 
scenarios should be projected, one based upon a normal course 
^1 events ^iid unc based upon a worse case situation if no 
additional guarantees were made. I This would allow one t o 
evaluate whether or not an agency could cover today's existing 
ljabilitit^ oven it it closed down). 
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"he Honuidblt: I ; aul Simon 
Pfige 2 

August \ 4 , 1000 

Deyond establishing the above process, CBA believes it is 
important for the C^ngi cr.s , m conjunction with the Department of 
Education, to establish an orderly process vo be followed in the 
event an agency docs become insolvent,. It is extremely important 
that this process include 100% guarantees for the holder of the 



I hope that r.ho above information is helpful to you. We would be 
happy to worfc with either your staff or the Department of 
Education m implementing the above suggestions. If you oi your 
staff have any questions or need additional information, please 
do not hesitate to contact me. 

Sincerely , 



Stephen C. Uiklcn 



<;c; Senator Claiborne Pell 
Senator Nancy Kasscbaum 
Cheryl Smith 
Craig Ulrica, CBA 
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Senator Pell. Thank you very much, indeed. I thank the panel 
very much for being with us. This winds up today's hearing. The 
hearing is adjourned. 

I should add the record will be kept open for 5 days for questions. 

[Whereupon, at 1:55 p.m., the subcommittee was adjourned.] 
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